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You get better results when 
you talk the same language 


Mr. C. R. Eichenberger, Vice-Pres- 
ident in charge of Division C, discusses 
automotive financing with one of the 
many motor car manufacturers, dealers 
and suppliers who use The First in 
Chicago. This bank has been impor- 
tantly identified with the automotive 
industry since its very inception. 
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Mirtron C. Haase Assistant Cashier Y> ag P : P 


Each of nine other divisions operates in its own specialized field. 

So, no matter what business you are in—no matter whether it is large or 
small—you and the particular group of officers of The First National Bank with 
whom you discuss your financial requirements thoroughly understand each other. 


And... you get better results when you talk the same language. 
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Condensed Statement of Condition, March 31, 1950 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and Due from Banks and Bankers . . . $ 554,401,348.52 
co SO CN CG ke tc. wh’. eee ee; re wo 938,423,395.71 
nee ae eee 5 sk ae ce oe ee SO ae Se Le ee 964,941,423.97 
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I eT ee a eee ae ae ae ae ee a ee 2 ee eS 5,078,483.25 
ee oe as ee al ak a Se Se ee ae Se Oe 40,607.50 
a a 
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Acceptances. ‘ ‘ ~ «© « «© «© «© & arenas 
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53.771.,683.76 
n Total Liabilities . . .« « se te te ts © pe ee lt lt lt le ee 
Se [See 
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IS KNOWN BY THE CORRESPONDENTS IT KEEPS 


“Accept my gratitude encbthdioks 


for sending me the Investment Report > 
of our Bank dated January 5th, 1950. . 


arrived in time for me to present it to my Board ot 
the Annual Organization Meeting and | wos very. 


: glad to hove it for this specific purpose. 


“This kind of courtesy and friendly service ae 
one of the many outstanding characteristics of 
our relationship with your Bank, which 7 


. makes that rt relationship the volu- 


able one it is.’’ 


CENTRAL HANOVER 


BANK AND TRUST COMPANY 


NEW YORK 


Member Federal Deposit Insurance Corporation 
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THE COVER 


The Alamo of Texas is to the Southwest 
what Bunker Hill was to the pioneer Ameri- 
can — a symbol of determination, against 
any odds, to be free of tyranny or alien sub- 
jugation. This month’s cover, fourth of the 
Freedom series, is a timely reminder of the 
worthwhileness of fighting for freedom from 
alien doctrines and government domination. 
From the example of the Alamo garrison 
(who fought to the last man of the original 
183 against 4,000 of Santa Anna’s troops) 
came the spirit and the opportunity that 
built what is today one of the greatest of the 


forty-eight states. 
Photo by Louis C. Williams 








Entered as second-class matter February 6, 1939, at the post office at New York, N. Y., under the Act of 
March 3, 1879. Additional entry at Paterson, N. J., July 23, 1936. 
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CORRESPONDENCE 


Not Addressed to Us 


The article I sent you entitled “Letter 
From A Beneficiary To His Trustee.” 
purports to be written to a trustee of 
trusts in which the writer has a bene- 
ficial interest. In my letter submitting 
it as of possible value to your magazine 
for publication I described it as a redraft 
of “a more personal letter.” It is incred- 
ible to me that you should have believed 
it to be intended for publication as a let- 
ter addressed to a magazine and not to 
a trustee. (March T&E, p. 151.) 


Alexander Lincoln, Esq. 
Boston, Mass. 


Flower Show Results 


Our second Cleveland Home & Flower 
Show is over and we are happy with 
the results. It ran for a period of nine 
days (compared with eight days last 
year) with total paid attendance of 
202,245 (against 169,815 in 1949). 

Last year we distributed 17,334 
“packets” of three pieces of material 
with return postcard. This year we sim- 
plified by having one 8-page folder. 

Surprisingly enough our distribution 
did not show the same increase as the 
attendance amounting to 17,897. In 1949 
we obtained slightly over 1000 names 
through direct contact at the show and 
return postcards. For some unexplain- 
able reason names obtained at the recent 
show and to date through the return 
postcard are appreciably lower. Tangible 
results, however, are far in excess. Dur- 
ing the first two weeks since the show, 
we have opened more accounts which 
have done business than during the first 
three months following the 1949 show. 


Our experience further brought home 
to us the shocking need for education of 
the public along financial and economic 
lines. The uneducated investor just does 
not realize that he can enter a broker’s 
office and be welcome. That seems like 
a sacred portal over which he may not 
tread because he is not in the “money 
class.” This situation should be tackled 
as an industry matter and not left to 
individual firms. 

L. O. Birchard, 


Cleveland Prescott & Co. 


Credit Where Due 


The material which appeared in Chart 
B, page 107, and Chart A, page 108, of 
the article “The Fate of Business Inter- 
ests in Estates,” in the February 1950 
issue of T&E is accredited to research by 
the staff of The Insurance Research and 
Review Service, Incorporated, 123 West 
North Street, Indianapolis 9, Ind. This 
material is published in R & R’s Ad- 
vanced Underwriting Service and in 
“When the Court Values Your Stock,” 

| by James L. Miller. 
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EDITORIAL... 





Debt Takes No Holiday 


WHAT SUPPORTS ‘WELFARE’ AND ‘SECURITY’? 


N every year, except two. since 1931, the Federal Govern- 
he has spent more than it took in, in spite of greatly 
increased taxes. The result is a debt currently over $256 
billion to which will be added a deficit of some six billions. 
based on present budget proposals which cut about one 
billion from the President’s $42.5 billion expenditure pro- 
gram. Even a 50‘ rise in estate and gift tax collections 
as propounded by Secretary of the Treasury Snyder 
would make only a $400 million dent in the deficit. 

Under force of depression or war or national security the 
incurring of debt is understandable. but to continue deficit 
spending for other purposes only weakens our ability to 
meet our basic needs. Yet Mr. Truman says that deficit 
spending is only a “scare word.” Unfortunately, the admin- 
istration’s indifference to over-spending does scare the saver 
and investor who provides the productive capacity of the 
country, but it does not scare the enemies of democracy and 
free enterprise. 

As Dr. Edwin G. Nourse, recently resigned chairman of 
the President's Council of Economic Advisers, remarks in 
his revealing article in Collier's (Feb. 18th.): “I said 1 
could not derive any such easy confidence from a reading 
of the discernible facts and foreseeable trends. I thought 
the President was being encouraged into taking inflationary 
short-cuts, which give us a superficial short-term prosperity 
but which seemed to me to carry unwarranted risks for the 
longer. but not very distant future.” 

And taking their cue from the Government’s example, 
millions of people are going in debt, to a total of nearly 
$50 billion (non-farm mortgage plus installment), which is 
more than double the amount in 1930. True, the national in- 
come is also far higher, and the carrying load smaller, but 
individuals cannot repay out of national averages. Most are 
counting on continuance of full employment and present 
high wage rates. 

Corporations too have incurred greater debts, an increase 
of 138° in the past ten years, according-to a study by the 
National City Bank of New York. Here again, the burden 
may be even less proportionately than in the ’°30s—for some 
companies. A composite balance sheet of 150 leading manu- 
facturing companies shows that current assets have more 
than doubled and are almost four times fixed debt—on the 
average. But it is from income that growing businesses must 
pay the costs. and a preliminary survey of 2.127 larger 
corporations shows that 1949 income after taxes declined by 
9" compared with 1948. In only six of thirty-four cate- 
gories of industrial companies was there an increase of net 
in 1949, 

Nor do these debts take any holiday; their demands for 
interest payment go on regardless of the debtor’s or tax- 
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payer's income. The cost of carrying the Federal debt is the 
third largest major cost of government; at $5.6 billions a 
year it is greater than the total receipts of the U. S. Treasury 
from taxes in every year but one up to 1941, 


And to whom must we look for the means of carrying 
the costs of government—let alone any repayment of the 
debt? Primarily to the corporations and business enter- 
prises. Of the total of $21 billion individual income taxes 
paid in 1948, over half was received from wages and other 
personal payments withheld by employers. An additional 
$10.2 billion came from income and profit taxes on corpo- 
rations, and their several billions of dividend payments were 
taxed again to individual recipients. Employment taxes 
furnished almost two and a half billion. and manufacturers’ 
excise taxes over one and a half. 

The health of business, including that of farming. should 
be the prime concern of Government, for it supports the 
greater share of any of the welfare or security programs. If 
this fact escapes politicians the only salvation of our pros- 
perity and security is to demonstrate it to the thinking 
public. That is the big job for the economically literate in 
every community, especially with the added burdens of 
heavy pension commitments now being undertaken by 
American industry. 

A A A 


Distressed Beneficiaries 


“For want of a nail the shoe was lost; 
For want of a shoe the horse was lost: 
And for want of a horse the rider was lost.” 


HIS observation in Poor Richard's Almanac on the 

mischief caused by a little neglect has a tragic counter- 
part in fiduciary service. For want of authority in testaments 
and trust agreements, trustees have been unable to use prin- 
cipal to supplement income for life beneficiaries and have 
been restricted in the investments which could be made. 
Thus widows and children all over the country are being 
forced to live in such reduced conditions, in some instances. 
as to imperil their health as well as happiness and oppor- 
tunity for social and mental development. 


Although surveys show that the life tenants are usually 
the preferred beneficiaries, many trustors or their drafts- 
men have restricted them to what has become wholly inade- 
quate income, due to increased living costs and taxes, or 
lower money rates. Frequently, in these situations. the re- 
maindermen were not even in being at the time of the trus- 
tor’s death, or may not yet be, and thus could have only 
a theoretical place in the affections of the trustor. But even 
where the prime object of benefaction is the remainderman, 
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such restriction of the life tenant to income only may seri- 
ously impair his welfare in the all-important formative years 
—as where a son or daughter must suffer because their 
mother has too little income to support a decent home, pro- 
vide needed medical care or educational opportunity. 


These situations not only do a great disservice to the 
normal objects of protection but also bring serious discredit 
on the whole Trust idea, and on the Trustee who must abide 
strictly by the terms of the instrument. The perversion of 
the potentially adaptable trust device to a strait-jacket can 
do irreparable harm, almost regardless of the size of the 
fund, to all parties, including the creator of the trust who 
can hardly be thanked for his lack of foresight, the lawyer 
who failed to recognize and point out the need of flexibility. 
and the trustee who doles out the pittance. 

And pittance it sometimes is, for living costs have risen 
nearly 70% since the trust of 1940 went into effect, the 
yield on government bonds has shrunk to half what could 
have been earned on them in 1940, and taxes have multiplied 
on products as well as incomes. Sometimes the result is 
aggravated by requiring the trustee to retain or invest in a 
type of security which has little promise and less perform- 
ance today. 

These conditions are well known to professional trustees 
but they should be brought before all lawyers and creators 
of trusts. The efforts that have been made by trust compan- 
ies to obtain court relief from financial hardship to their 
beneficiaries have been unavailing against the expressed 
“wishes” or requirements of the instrument. But at least 
the trustees have shown initiative in seeking redress, just 
as they have suggested and willingly taken on the added 
responsibilities of exercising the discretionary powers need- 
ed to avoid such family catastrophies, both in providing 
supplementary or emergency payments from principal and 
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in diversification of investments beyond the inadequate 
provisions of “legal lists”. The answer lies in careful estate 
planning (with due recognition, of course, to tax considera- 
tions) ; after the trust is set up and the creator dies it is too 
late to remedy the matter. 


A A A 


Will Your Community 
Support a Trust Department ? 


N 1900 there were 253 member institutions of the Trust 

Company Section of the American Bankers Association, 
That is about the extent of statistics on corporate fiduciaries 
at that time. A good deal more is known about the 3.000 
trust companies and departments today, including the fact 
that several hundred of them neither earn their keep nor 
have any prospects of doing so. 

The latest report of the Comptroller of the Currency 
shows that most of the trust departments of banks having 
less than $100,000 capital have an average gross income too 
small to pay even a bookkeeper’s salary. Approximately 500 
of the national bank trust departments have gross revenue 
of under $5,000, and report an average gross per trust ac- 
count of only about $110 a year. Many of these departments 
have been in business for a sufficient number of years to 
have developed a far greater volume if (1) the market po- 
tential were there, or (2) adequate efforts were made to 
develop business. 

It is shocking to find, in visiting various parts of the 
country, that so few of the smaller banks having so-called 
trust departments have made any survey of their market, 
even of the probate records in their county or trade area. 
Bankers would hardly consider loaning money to a busi- 
nessman who had not made a basic study of his market, yet 
hundreds of trust departments were established for no 
better reason than that “the bank across the street has one” 
or to qualify under the will of a well-to-do director. 

It is a disservice to the stockholders as well as the custom- 
ers of a bank to provide a part-time trust service which does 
not pay its way and which cannot afford the full attention 
of a qualified staff especially where any investment duties 
or continuing responsibilities are undertaken. Furthermore, 
a poor job done by any trust department is a reflection on 
the entire fraternity, and well-established trust institutions 
would be doing a service of mutual benefit to advise against 
continuance of trust business in these situations, and refer 
to published material on this subject. 

Some forms of fiduciary service may properly be under- 
taken by small banks in smaller communities, such as 
guardianships. simple estate administrations and _ perhaps 
custody, but the management of investment or trust ac- 
counts is no part-time job for a commercial banker, un- 
schooled in the mazes of trusteeship and unwilling to keep 
abreast of developments that may seriously affect not only 
the accounts, but also his bank’s liability and the good 
name of corporate fiduciary service. 

Probate and tax records and other wealth data should 
be carefully surveyed. If the results clearly indicate that 4 
well-equipped trust service is needed and can be profitably 
provided, then bank management should set up a budget to 
provide full-time use of a trained official, with accounting 
and clerical assistance and informational material to handle 
the business or obtain enough to justify the operation. 
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1949 Earnings Down 9% 


Though aggregate earnings of 2,127 
companies whose annual reports have 
so far been examined by The National 
City Bank of New York, were only 
moderately lower in 1949, results in diff- 
erent industries varied widely. Com- 
bined net income, after taxes and after 
deducting deficits, was approximately 
$6.3 billion for 1949, a decrease of 9° 
from the $6.9 billion net income of 1948. 
“To a large extent,” the bank’s Monthly 
Letter points out, “the totals were sup- 
ported by the automobile and certain 
other important industries whose con- 
tinued star performance tended to off- 
set declines taking place elsewhere. For 
the great majority of industries and 
individual companies 1949 results fell 
below those of 1948, in many cases by 
wide margins. 
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Montelair Banks Join Forces 
To Tell Trust Story 


A new high in trust education was 
reached in the four-session forum, be- 


23rd 


and 


ginning March running 
through April 13th, in which three 


banks, an insurance company and the 
local bar association cooperated to pres- 
ent explanations and discussions of 
Wills. Trusts, Life Insurance, and Taxes 
affecting Estates, at the high school of 
Montclair, N. J. The panel of repre- 
sentatives of the trust departments of 
the Bank of Montclair, First National 
Bank & Trust Co. of Montclair, Mont- 
clair Trust National Life 
Insurance Company, and the Associa- 


Company, 


tion of the Montclair Bar, were: 
F. J. Waltzinger, lecturer at the N. Y. 
Practising Law Institute and the N. J. 


Practising Law Institute, on Wills 
Probate Procedure; Harry J. Rudick. 


member of the N. Y. Bar and Certified 
Public Accountant, on Taxes—State and 
Federal in Relation to Your Estate; A. 
James Casner, Professor of Law at 
Harvard Law School and lecturer at 
the G.S.B., on Use of Trusts in Modern 
Estate Planning; and John L. Grant. 
attorney practicing before both N. Y. 
and Federal Courts, on The Place of 
Life Insurance in Your Estate. 


This is the first time of record in 
Which the leading banks, bar and life 
underwriters have joined local forces 
in the interest of trust education. 
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NEWS PARAGRAPHS... 


Regional Trust Conferences 


The Trust Division of the American 
Bankers Association will hold 
regional trust conferences this fall— 
one in Los Angeles, and one in St. 
Louis, it was announced by John W. 
Remington, Trust Division president 
and vice president and trust officer of 
the Lincoln Rochester (N. Y.) Trust 
Co. In Los Angeles, the 24th annual 
Western Regional Trust Conference 
will be held at the Biltmore Hotel on 
October 18, 19, and 20, with the South- 
California Trust Officers Associa- 
tion as hosts. In St. Louis, the 19th 
annual Mid-Continent Trust Conference 
will be held at the Statler Hotel on 
November 9 and 10. Hosts will be the 
local Corporate Fiduciaries Association. 


two 


ern 


A AA 


Customer Relations Manual 


Relations—A Guide to 
the latest in the se- 
ries of the “Planned Public Relations” 


“Customer 
Staff Conferences.” 


manuals being published by the Public 
Relations Council of the 
Bankers Association, is now off the press 
and is being mailed to subscribing 
banks. The manual deals good customer 


American 


relations through staff conference train- 


ing. 


G. S. B. REUNION 





Photo American Banker 


At the annual Spring Faculty Conference 
and Alumni Reunion of the Graduate School 
of Banking, American Bankers Association, 
which was held in New York on March 18, 
the trust faculty discussed plans for the 
forthcoming 17th annual session at Rutgers 
University, June 19 - July 1. Shown left to 
right are: Joseph W. White, vice president, 
Mercantile-Commerce Bank & Trust Co.., 
St. Louis; A. James Casner, professor of 
law, Harvard Law School; Gilbert  T. 
Stephenson, director of trust research, 
G.S.B.; and Louis S. Headley, president, 
The First Trust Co. of St. Paul. The Trust 
Major reunion featured at open forum on 
“You and the Graduate School,” presided 
over by Joseph C. Buttery, assistant secre- 
tary, Guaranty Trust Co., New York. 


Regionals on Estate Planning 


Two meetings on Estate Planning 
were sponsored on April 5-6 by the 
Committee on Public Relations and 
Education, Trust Division, Illinois 


Bankers Association. The meetings, one 
at Springfield and the other at Rock 
Island-Moline, featured the skit “You 
Planned My Estate—What Now?” (see 
Dec. 1948 T.&E., p. 517) and the local 
trustmen were urged to invite their 
lawyer and life underwriter friends be- 
cause of the tri-partite nature of ihe 
presentation. 


Playing the role of the attorney was 
Benjamin M. Becker. Esq., of Chicago; 
the trust officer was George H. Arnold, 
vice president and trust officer, Illinois 
National Bank & Trust Co., Rockford; 
the underwriter was Paul W. Cook, of 
the Mutual Benefit Life Insurance Co., 
in Chicago; the prospect was _repre- 
sented by J. Mills Easton, second vice- 
president, Northern Trust Co., Chicago. 


A A A 


Judge Yields on Trust 
Advertising 


The situation reported at page 125 
of the February issue has been settled 
following further developments. In that 
news story it was stated that the Rhode 
Island Hospital Trust Co. of Providence 
was appealing Probate Judge Samuel 
H. Brenner’s decision reducing its exec- 
utor’s fee from $10,000 to $5,000, ac- 
companied by an assertion that the 
judge looked with disfavor upon insti- 
tutions advertising for estate business. 

Subsequently, Superior Court Judge 
G. Frederick Frost reversed this deci- 
sion and reinstated the trust company’s 
fee as originally claimed. About the 
same time, Judge Brenner withheld ap- 
pointment of the trust company as exec- 
utor under the will of Henry A. Haze- 
brouck until the institution would re- 
veal whether it had done any advertis- 
ing since the previous ruling. Follow- 
ing the trust company’s challenge of 
this action and the submission of state- 
ments from the bar association as well 
as the company, the Judge acquiesced 
in the appointment. 

The Hospital Trust Co. pointed out 
that advertising has been sanctioned 
under a long standing agreement the 
bar association and the corporate fidu- 
ciaries association, while the former 
group emphasized that the right to ad- 
vertise is upheld by state law and does 
not constitute the practice of law. 


(Additional News on pages 252, 280) 
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Survey Reveals Trustees’ & Attorneys’ Interest in 


Investment Company Shares 


ALEC B. STEVENSON 


Vice President and Trust Officer, First American National Bank, Nashville, Tennessee 


HREE years ago the editors of 

Trusts AND EsTATES invited this 
writer to examine the investment com- 
pany field in a search for some possible 
solutions to certain problems encount- 
ered by fiduciaries in administering the 
funds of small estates. One result of this 
examination was the publication of a se- 
ries of articles entitled “INVESTMENT 
Company SHARES—Their Place In In- 
vestment Management and Their Use 
by Trustees.” 

In the interim the investment com- 
pany industry has demonstrated further 
strength and growth? by substantially 
improving its relative position with in- 
vestors in general. Today it is apparent 
that investment company shares do have 
an important place in investment man- 
agement, and that trustees in increasing 
numbers are using such shares for trust 
investment. 

Within the past sixty days the spon- 
sor of one of the older open-end special- 
ty investment funds has reported that 
out of nearly 700 institutional. corpo- 
rate and fiduciary shareholders, more 
than 400 were estates. and 
guardians, holding a really substantial 
amount of the fund. Scattered informa- 
tion of this sort has been available for 
years in the annual reports of the vari- 
ous funds, and it is odd that until very 
recently no has apparently 
thought of trying in any systematic way 
to find out what fiduciaries in the ag- 
gregate really think of investment com- 
pany shares, instead of merely hope- 
fully surmising what they 


think. 


trustees 


sponsor 


ought to 


Survey Undertaken 
But a recent announcement discloses 
that the job has finally been done by 
Scudder, Stevens & Clark, the invest- 
ment counsel firm which in 1928 pion- 
eered in the investment company field 


184 TRUSTS AND ESTATES, Nos. 4-6, 85 Id. Nos. 


1-2, April-August 1947, subsequently published in 
book form. 


“The National Association of Investment Com- 
panies reports that the net assets of 130 funds (39 
closed-end and 91 open-end) increased from $2,162,- 
517,000 on December 31, 1946, to $2,767,918,000 
three years later, wth the number of shareholders 
rising from 915,544 to 1,128,180. 
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by launching Scudder, Stevens & Clark 
Fund, Inc., one of the earliest of the 
now popular “balanced” type of open- 
end investment trusts or mutual funds. 
The firm has just distributed a Report 
of Findings to the various individuals 
who aided in a thorough and impartial 
survey covering the general questions 
believed to be involved in fiduciaries’ 
attitudes toward investment company 
shares. The significance of this import- 
ant survey can best be understood after 
a brief resume of developments in the 
investment field during the 
past three years. 


company 


It is easier to say that there has been 
some change in the attitude of trustees 
in recent years toward the use of in- 
vestment company shares as investments 
for trusts under their care, than it is to 
measure exactly the extent of the change. 
However, certain trends are discernible. 
For example, the increase in the use of 
common trust funds and the growing 
established funds 
and retirement plans have been exerting 


number of pension 
an influence on fiduciary investment 
thinking. While both of these develop- 
ments have emphasized the importance 
and the advantages of the pooled invest- 
ment of funds, they have at the same 
time again called attention to the fact 
that for all practical purposes the com- 
mon trust fund is not available to indi- 
vidual trustees,* and that for many of 
the smaller trust 
this useful device is and perhaps must 
for a very long period of time remain 
out of reach. 


institutions, as_ well. 


Meanwhile, as the probate depart- 
ments of trust institutions well know. 
the investment portfolios of decedents 
continue to show an increasing number 
and variety of holdings in the shares of 
investment companies, both open-end 
and closed-end. This sort of thing ex- 
plains the interest aroused when TRUSTS 
anD Estates published the articles on 
the capital gains distributions of invest- 


*Massachusetts excepted, apparently, but it is far 


from certain that a practical fund for individual 
fiduciaries will arise under the statute. (General 
Laws (1932) Ch. 203A, as added by L. 1941, Ch. 
474, and amended by L. 1945, Ch. 67). 


ment companies by Mayo A. Shattuck 
(Volume 88, No. 3, March, 1949, and 
Volume 88, No. 7, July 1949) and by 
Andrew B. Young (Volume 88. No. 5. 
May. 1949). The editors accorded 
further recognition to the undoubted 
fact that trustees are buying investment 
company shares when, in July, 1949, 
they began regular publication of Henry 
A. Long’s excellent index of mutual in- 
vestment companies, which computes in 
a way especially adapted to the needs of 
trustee investors the performance of 45 
of the leading open-end companies. 
Fiduciaries Are Interested 
Finally, evidence of day-to-day trus- 
tee acquaintanceship with and interest 
in the subject of investment company 
shares crops up as a regular incident in 
the investment panel discussions at the 
various Bankers 
Trust Conferences. where there has been 


\merican Association 
a growing number of inquiries about 
investment companies. It has been in- 
creasingly evident in these discussions 
that sentiment is gradually veering in 
favor of the use of such shares for trust 
investment. 

Accordingly, as individuals have con- 
buy 
shares. and have continued to die with 


tinued to investment company 
the shares in their safe deposit boxes. 
fiduciaries have been presented with the 
problem of whether or not to retain 
these shares, and even, perhaps. with 
the seductive possibility of acquiring 
additional holdings. If hearsay can be 
accepted, many trustees apparently have 
not waited until they could be sure 
there were no legal barriers to prevent 
them from buying investment company 
shares for their trusts. While in the past 
three years there has not been much 
light thrown on the legal questions in 
this field, actually such developments 
as there have been seem to point to an 
increasing liberality on the part of both 
legislatures and courts. Since 1947 the 
single legislative change apparently is 
that in New Hampshire,’ where by stat- 





‘New Hampshire, (as to trustees), Revised Laws, 
Ch. 363, Sec. 17, Par. IV, as amended by L. 1949, 
Ch. 134, effective April 12, 1949. 
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ute both trustees and savings banks may 
buy investment company shares. 


Delegation of Authority 


As to court decisions, this writer 
commented in these columns in 1947 on 
the decision of the Probate Court for 
Cuyahoga County, Ohio, in Re Estate 
of William D. Rees, decided on June 26, 
1947, in which the Court stated: 

“In all cases where a trustee is not re- 
stricted to statutory investments, but has 
the power to invest in stocks it is the 
opinion of this court that the investment 
by a trustee in stock of an investment 
company, or in participating shares issued 
by an investment trust, does not constitute 
an improper delegation of authority and 
power by the trustee.” 


The Court of Appeals, Eighth Judicial 
District, on January 26. 1949, upheld 
the decision below.” Although appealed 
again, the appeal was withdrawn before 
the Supreme Court of Ohio had an 
opportunity to pass on the merits of the 


; case. 


A still more recent was heard 
March 8, 1950, in the District Court of 
Oklahoma County, Oklahoma, in the 
Matter of the Estate of Addie M. Flynn, 
No, 98,228. 


to rule whether Section 


case 


The court. being petitioned 
161. Title 60, 
Oklahoma Statutes Cumulative Supple- 
ment 1949 (Model Prudent Man Statute ) 
would in the instant case permit invest- 
investment trusts, 


ment in shares of 


found: 

“The investment by Trustees in shares of 
not constitute a 
the that 
a Trustee’s discretionary power cannot be 


investment trusts does 


delegation of authority in sense 
delegated to others, and that a trustee in 


determining what types of shares should 
be purchased, discharges his discretionary 
duty in the sense required by law, and the 
fact that a corporation, whether it be a 
investment 
than 


such an 


business corporation or an 


trust, is managed by persons other 


the Trustee, does not constitute 


unwarranted delegation of authority as 
would prevent a 


therein.” 


Trustee from investing 
‘The decision was appealed to the Su- 
preme Court of Oklahoma. but has not 
vet been decided there. 

Considerable weight. also. ought to 
be attached to the statement released on 
January 16, 1948. by 16 of the 20 regu- 
lar Probate Judges of the Common- 
wealth of Massachusetts. who. after dis- 
cussion in meeting on January 10, 1948. 
tated they had no objection to a trustee 
investing in shares of investment com- 

In their 
statement it was said that the fact should 
be recognized: 


panies and investment trusts. 


“that such purchases are not such a dele- 
ee. 


‘Reported at 85 N. E. (2d) 563. 
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gation of authority on the part of a trus- 
tee as would warrant an objection on that 
score alone. The Judges reserved the right, 
however, to apply the prudent man rule 
in every case, and the trustee will be held 
to the same rigid standard in the pur- 
chase of these securities as he would be 
in making other investments.” 


Trend Toward Discretionary Powers 


Of a more general nature has been, 
of course, the continued trend toward 
the enactment of the Model Prudent 
Man Statute, or of something closely 
approaching it. Nevada, Oregon and 
Washington passed such a statute in 
1947. They were followed in 1949 by 
Idaho, Kansas and Oklahoma. A law is 
awaiting signature in the State of New 
York which in effect gives that state a 
prudent man rule as to 35‘« of the as- 
sets of strict trusts. (New Hampshire 
has since 1941 been on a 50‘< basis.) 
Meanwhile, the special committee of the 
Section of Real Property, Probate and 
Trust Law of the American Bar Asso- 
ciation continues in existence, working 
to extend and disseminate discussion on 
the prudent man rule. 


What 


All of these matters and events. scat- 


Do Fiduciaries Think? 


tered and superficial though they appear. 
are indications of a deeper change in 
the legisiative and legal climate affect- 
the 
shares by fiduciaries. It was in the be- 


ing use of investment company 
lief that there really had been a consid- 
erable amount of such sub-surface in- 
terest in and discussion of the subject 
that Scudder, Stevens and Clark decided 
to try by questionnaire to discover its 
extent, intensity and direction. 


On 14, 1949. 


mailed to a nation-wide 


the firm 


cross-section 


November 


of fiduciaries a questionnaire directed 







PERCENTAGE OF CORPORATE PROFITS 
DISTRIBUTED IN DIVIDENDS % 


ALL PRIVATE CORPORATIONS 
a 100 





1941 


~ 1937 1939 





Corporations during recent years have fol- 
lowed conservative policies in dividend pay- 
ments, according to Brevits, published by 
Vance, Sanders & Co., which carried this 
chart in a recent issue. Brevits quotes Stand- 
ard & Poor’s The Outlook to the effect that 
“Now that the bulk of the postwar expansion 
is completed, corporations should be in a 
position to maintain, or even increase, their 
dividends, notwithstanding prospects of a 
moderate decline in profits. Assuming that 
aggregate corporate earnings recede 12% to 
15% in 1950, dividends at the 1949 rate 
would absorb only 55% to 60% of profits.” 





towards finding out the experience and 
opinion of the recipients about the use 
of investment company shares in small 
trusts, and particularly about legal con- 
siderations in respect to their use. 


Replies were received from 48 states 
and the District of Columbia, totalling 
801 in all, divided between 420 at- 
torneys and 381 trust officers. The at- 
torneys were selected among those 
practicing primarily in the probate and 
trust field, or who were teachers of law, 
or were actually on the bench in this 
area of the law. The trust officer selec- 
tion was made among large, medium 
and small institutions. By an odd coin- 
cidence it happened that the responses 
from both lawyers and trust officers 
were equally split between legal-list and 
prudent man rule states—56% of each 
from legal-list, and 44° of each from 
prudent man states. 


The principal conclusions summar- 
ized in a “Report of Findings” included 
the following: 


“1. That fiduciaries, both individual 
and corporate, are interested in 
the investment fund principle and 
in the use of investment company 
shares, especially for diversifying 
the common stock portion of small 
trusts; 


2. That many corporate trustees who 
are operating without the benefit 
of a common trust fund, and many 
individual trustees with limited 
investment research facilities, 
feel a need for this type of in- 
vestment vehicle; 


3. That such shares would be more 
widely used in trust administra- 
tion by fiduciaries, if they were 
so authorized by statute or by a 
sufficient weight of clear judicial 
precedent, or by language in the 
will or trust instrument; but that 
a substantial and perhaps increas- 
ing number of trustees are using 
investment shares in trusts of 
modest size without these permis- 
sive provisions; 

4. That a trend is evidenced toward 
wider acceptance of common 
stocks and of investment trust 
shares by fiduciaries accompany- 
ing, if not accelerating, a trend to 
more favorable legislative and 
judicial attitudes regarding their 
use.” 


These findings, if they are really re- 
presentative (and the size and character 
of the “sample” indicates they are) add 
considerable importance to the indica- 
tions of change in the legal, legislative 
and practical trust investment climate 
to which this paper has earlier referred. 
It is impossible to comment in detail 
upon all of the findings, but certain of 
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the statistics are so interesting that they 
cannot be disregarded. 


Statutory Authority Needed? 


On the question of the desirability of 
specific statutory authorization of fidu- 
ciary investment in investment company 
shares, 68% of the respondents favored 
such a statute in their own state, and, 
as expected, proportionately more law- 
yers and trust officers made this reply 
in the legal-list states than in the pru- 
dent man rule states. But there appeared 
occasional doubt even in the prudent 
man states that that rule would provide 
adequate authority to purchase invest- 





ment trust shares. When it came, how- 
ever, to the question as to whether the 
respondents “sometimes suggest or re- 
commend that language be included in 
a will or trust instrument specifically 
permitting purchase of shares of invest- 
ment trusts,” less than half of all re- 
spondents replied “Yes.” It is difficult 
to determine whether this difference is 
a reflection of respect for statutory au- 
thority, or, perhaps, of an unwillingness 
to suggest investment provisions to the 
testator or trustor. The former seems 
more likely to have been influential in 
the decision since the respondents rank- 
ed so-called “delegation of authority” 











Singleness of Purpose — 


Singleness of Accomplishment 


Few, if any, of our many institutional and 
individual investors seek identical investment 
objectives. Yet, as investment brokers, we ap- 
proach varied objectives with a singleness of 
purpose—to obtain the facts needed and to 
relate the facts to the individual problem. 


Obtaining information about securities, and 
appraising market trends properly are not 
merely statistical tasks. The results obtained 
can be useful only insofar as they are viewed 


in the exacting light of experience. 

That we are so often able to balance single- 
ness of purpose against singleness of accom- 
plishment is possible solely because results, 
once obtained, are put into force by alert 


trading experience. 


This modern investment philosophy is always 
at the service of those investors who require 


no less. 


R. W. Pressprich & Co. 


68 William Street 
NEW YORK 5 





201 Devonshire Street 
BOSTON 10 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 
EQUIPMENT TRUST CERTIFICATES - INVESTMENT STOCKS 








second among major deterrents to the 
use of investment company shares for 
trust investment. 


As to possible deterrents to the use 
of investment company shares, five were 
listed in the Survey for checking. The 
actual question was 

“If you do not use investment trust 
shares in trust administration, will 
you tell us why?” 

The respondents were asked to check, 
in the order of importance to them, the 
following (listed as they appeared in 
the questionnaire )—-load. 
fee, matter of delegation, indifference to 
this tvpe of investment, lack of famili- 
arity. 

In all, 
mentioned by 534 lawyers and_ trust 
officers. One-third —- 267 — of the total 
respondents listed no deterrents. In the 


management 


there were 1.183. deterrents 


order of importance. and with percent- 
ages of each to the total, the analysis 
showed: 


Load 28.55 « 
Delegation 26.5 
Management fee 21.8 
Lack of familiarity 12.9 


Indifference 10.3 


As deterrents the first three mentioned 
ranked much closer to each other than 
any of them did to the last two. 


Lawyers Not Timid 
Some interesting inferences may be 


drawn from 


point. Among the lawyers replying to 


further analysis at this 


the questionnaire 48‘: 


mentioned no 
objection. but only 17‘: of the trust 
officers failed to object. Further, when 
classified by the size of the trust de- 
partments represented, it was clear that 
the larger the institution the more ob- 
jections there were. Thus, 96‘< of re: 
spondents from large institutions voiced 
one or more objections, 854° was the 
figure for institutions of medium size 
and 77‘« for the small institutions. In 
relation to this section of the Survey 
another analysis has much significance. 
As it turned out, the trust officer re- 
sponses represented one-half (34) of 
the total of trust institutions in the na- 
tion operating common trust funds, plus 
131 indicating a desire to do so. law 
permitting. so that opinion in this group 
was almost certainly influenced _ by 
presence or absence of a common trust 
fund, as the case might be. 


In the light of the foregoing it is 
interesting to speculate as to whether 
the trust officers are not more afraid} 


(Continued on page 253) 
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Estate Tax Apportionment 


NEW APPROACH TO FIXING BURDEN OF DEATH LEVIES 


Bs number of decedents who 
would be satisfied with what be- 
came of their fortune after their death 
is probably very small. Many estates 
have been distributed otherwise than 
intended by reason of estate taxes and, 
consequently, just as many testators 
would have directed otherwise in their 
wills, had they been aware of the re- 
sults after taxes. 

The question presents itself in two 
parts: tax partition by will, and tax 
partition against the will. The law ex- 
pressly permits the payment of the 
Federal and State death taxes to be 
directed by will. New York law even 
permits this by written instrument ex- 
ecuted inter vivos for apportionment 
within the fund of taxes assessed upon 
the specific fund dealt with in such 
instrument. 

Such direction 
number of forms: 

1. Bequest of gross amounts or spe- 
cific legacies, taking into account taxes 
payable thereon. Thus a testator, de- 
siring to leave $6,000 to a certain per- 
son, must know in advance how much 
tax will be payable from it, and if it 
is, say, $4,400 then the bequest must 
be set at $10,400. This method is in- 
verse as the testator must first tax, and 
then apportion the tax of his estate to 
arrive at a bequest which does not agree 
with his original intention. 

2. Bequests of net amounts, forth- 
with relieving them from taxes. The 
clause: “I bequeath $6,000 to X and 
he shall be relieved from all taxes con- 
nected with or caused by this gift. and 
from any apportionment of death taxes,” 
is suitable for this end. Such a provision 
is not proper for residuary legacies, 
however, as it is not possible to relieve 
all gifts from taxes. 

3. Mixed method of leaving the net 
amount for legacies, relieving them 
from taxes, and shifting these upon the 
residuary legatees. This method was 
looked upon by the Federal law as 
being the most logical and presumably 
intended by testators, in the absence of 
different directions by the will. This 
holds true until the tax impact is varied 


can take one of a 
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GABRIEL PAP 


The author is a doctor of Universal 
Law. As a specialist in international tax- 
ation and conflict of tax laws, he has par- 
ticipated in drafting many tax bills. Dr. 


Pap recently completed studies here at 


University, looking toward 
certified public ac- 


Columbia 
qualification as a 
countant. 





by changes in the law, the value of 
money, the value of the bequest, or the 
size of the estate. The institution of the 
marital deduction relieved many lega- 
tees from a tax burden to such an ex- 
tent that it changed entirely the appor- 
tionment of the estate so that the testa- 
tor must amend his will in order to ob- 
tain the partition he wanted. Treaties to 
avoid double taxation——as that which 
recently became effective with France— 
all distort intentions. 


There is no necessity to go abroad to 
find similar phenomena, however. Had 
a testator who drew his will in 1931 
bequeathed, out of his $250,000 estate, 
$200,000 to A, with residue to B, and 
tax to be paid out of the residue, their 
respective shares would have varied 
widely depending on the time of death: 


Year of Death A B 
1931 $200,000 $47,000 
1936 200,000 21,400 
1942 200,000 2,300 


The method adopted by the Federal 
Law hits those whose 
most important, and favors the less im- 
portant legacies. The effect of the de- 
crease in the value of the residuary 
estate is offset only seemingly by the 
decrease of tax in greater proportion. 
Suppose that in the above example the 
testator changed his will, realizing that 
he could not bequeath the entire $250,- 
000 but only $202,300, wherefore he 
bequeathed $160,000 to A, with residue 
to B, tax to be paid out of the residue. A 
decrease of the estate of only 16.92% 
would wipe out B’s heritage in case the 
tax would not be affected, whereas a 
decrease to $189,570.—or 24.17% — 
would wipe out B’s heritage, taking into 
account the tax decrease offset. On the 
other hand, an increase of the estate by 
24.17% doubles the heritage of B, in 


succession is 


spite of increased taxes. The necessity 
of continuously reviewing wills is 
abundantly justified by these facts. 


The next thought would be to make 
those whose succession is more import. 
ant the specific legatees, thereby insur. 
ing them the intended bequests, and 
placing the less important legacies in 
the residuary class. But this would mean 
an inversion of the gifts, making sub- 
ordinate the main successors and prin- 
cipal the subordinate. In case of an 
increase in the estate, this would pre- 
sent the residuary legatees with an un- 
intentional enrichment. 

Progressive Rates vs. Equal 
Apportionment 

4. A of the 
gifts. Though Federal law charges only 
the and property 
subject to a power of appointment, 
while New York law deems it just that 
all those interested in the estate shall 
bear its taxes, both laws agree in that 
those who bear the bear them 
proportionately. This should be exam- 


proportionate charge 


residue, insurance 


taxes, 


ined more intensively. 


Death tax rates are progressive but 
only in respect to the net estate and 
respect to the apportionment 
among the The rate is 
based upon the undoubted assumption 
that burden bearing ability is not pro- 
portionate but progressive. If taxes on 
a net estate of $20,000 are $1,600 and 
taxes on an estate of $40,000 are $4,800 

—thus not twice but thrice that of the 
then two shares of the same 
size out of the same estate must bear 


not in 
beneficiaries. 


former 


taxes at some similar ratio as the taxes 
bear and not as the shares bear to each 
other. 


Taking into account the specific ex- 
emption, the progressivity of the tax 
shows an even much sharper deviation; 
thus its payment in proportion to the 
heritages is the more unjust. Since the 
above amounts are in fact $80,000 and 
$100,000 before the specific exemption, 


‘the latter is greater than the former only 


by 14, while its tax is three times 4s 


much. Suppose A inherits $80,000 and 
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B $100,000. The net estate less the 
specific exemption is $120,000: the fed- 
eral tax is $26,700 which is to be ap- 
portioned 


ratio amount 
A B A B 
As to ratio of 
taxes ' vA A $ 6,675 $20,025 
As to ratio 
of gifts 80,000 100,000 11,867 14,833 


Deviation against 

progressivity is + $ 5,192—$ 5,192 
or +78% —26% 

The same seems to hold true if A’s 
share does not exceed $60,000, the 
specific exemption. Why should A pay 
more tax if he gets this amount among 
other than if he the 
same alone?! No complication is pre- 


bequests got 
sented even by a case where a number 
of persons get amounts less than the 
specific exemption, in which case taxa- 
tion is a direct consequence of being 
associated with other inheritors. Only 
if there getting 
amounts not exceeding the specific ex- 


are some persons 
emption and others getting more, does 
it appear that the problem is not solved 
so easily. If the net estate before ex- 
emptions is $660,000. $60,000 each 


going to eight legatees and $180,000 to 


Thus if A gets $60,000 and B $120,000, the whole 
$26,700 shall be paid by B. 
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Copyright 1950 Cartoons-of-the-Month 


“Pop, would you care to cut me out of 
your will, with one dollar - in advance? 





\, and the tax is $180,700 thus X’s 
share is wiped out, whereby the theory 
that all of the tax shall be borne by 
X fails. The solution is not so simple. 
The difference ($154,000) between 
the above tax ($180,700) and _ the 
amount ($26,700) which would be pay- 
able on a particular gift of $180,000 if 
it would constitute the whole estate, is 
caused by the plurality of heritages, and 
thus it must be borne by all who 
by all heritages. Therefore. 
the exemption of those who do not ex- 





caused it: 


ceed the specific exemption is ground- 
less, and the theory that each share 
should bear as much of the total tax 


as it would pay if it were the total 
estate, is wrong. 


Apportionment by Ratio 


If the task is how to apportion an 
amount in a given ratio, this is done by 
finding amounts totalling the amount 
to be apportioned, and bearing the 
given ratio to each other. This method 
is inapplicable for apportioning a tax 
because taxes are progressive, and pro- 
gressivity means that taxes do not bear 
the ratio their bases bear to each other, 
but another, steeper ratio. Therefore, if 
the task is how to apportion a tax 
amongst bases which are in a given 
ratio, this is done by finding taxes 
totalling the tax to be apportioned, and 
the bases of these taxes bearing the 
given ratio to each other—all those 
bases which cause the tax, i.e. without 
regard to what is exempt—thus the 
specific exemption has to be neglected. 

Such apportionment can be done, 
and this is the solution of the problem. 
In the above case, the task is to find 
taxes totalling $180,700 on nine bases, 
which bear to each other the ratio of 
60 + 60 + 60 + 60 + 60 + 60 = 60 
— 60 + 180. This is found to be 
$79,108.28 whose tax is $14,850.32. 
Eight times this is $118,802.56. The 
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amount which bears the 180 ~ 60 ratio 
to $79,108.28 is $237,324.84, whose tax 
is $61,897.44, making the total $180,- 
700. 


Both requirements are met: taxes 
total the tax to be apportioned, and 
the bases of these taxes ($79,108.28 
and $237,324.84) bear to each other 
the given ratio of 60 — 180. 


The proportionate shares of the tax 
would be $16,427.27 and $49,281.81, 
respectively. Thus, under proportionate 
allocation, the $60,000 heritages bear 
11% more and the $180,000 20% less, 
than would be appropriate. The devia- 
tions are naturally larger the greater 
the proportions are between the herit- 
ages.'* 


The appropriate apportionment can 
be achieved by directing in the will: 
“IT direct hereby the apportionment both 
of Federal estate taxes and state death 
taxes: each successor shall participate 
in the payment of the total estate and 
death taxes with sums the basis of 
which bear the same ratio to each other 
do as their net gifts.” 


Suppose that one is not convinced of 
the fairness of the progressivity of the 
enacted tax rates. This opinion is not 
involved in the above solution, as its 
purpose is merely to iron out the devia- 
tion which is caused by this progress- 
ivity, which can be done only by apply- 
ing the same progressivity. Thus the 
above method of tax apportionment is 
self-explanatory. 


Effects of Distortions 


All this does not provide the solu- 
tion in the cases where bequests are 
distorted by changes in the law, the 
value of money, the value of the be- 
quest, or the size of the estate. Can a 
will be drawn which holds true amid 
any changing circumstances? There is 
a solution. 


5. The effect of all events is reduced 
to a common and governing result: the 
shrinkage or expansion of the net estate. 
All events present themselves as vari- 
ances against the net gifts as of their 
condition and net value at the date of 
the will. The gifts can be protected 
against any distortion by linking them 
with their net value at the date of the 


‘@Thus in case of heritage to A of $32,000 and 
to B of $128,000, the tax is $20,700 to be borne 


by A by B 
Appropriate apportionment __$2,044.45 $18,655.55 
Proportionate shares —_...___ 4,140.00 16,560.00 


Thus the deviation is 
or ee 


...._+- $2,095.55 —$2,095.55 
—11% 
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will. This direction may be effected by 
such a provision as: 

“Any difference between the value of 
my estate, (after taking into account all 
debts and charge except taxes,) as of 
the date of my death and as of the date 
of this will, shall be apportioned to each 
of the gifts and inheritances in the pro- 
portion that the value of each of these 
gifts and inheritances, (after taking into 
account all debts and charge except 
taxes,) bear to each other at the date 
of this my will.2 The following gifts are 
excepted from this apportionment: 

The following gifts are excepted from 
this apportionment in the sense that ap- 
portionment shall apply to them only in 
case of decrease:3 . . . Any inclusions in 
my taxable estate shall be deemed gifts 
to which such apportionment applies. Both 
valuations—that of the date of my will 
and of the date of my death—shall be 
done independently of each other.” 
This provision should be accompan- 
ied by a direction as to how the fluctua- 
tions according to apportionment and 
taxes shall be put into effect; if and 
which of the assets or debts shall be 
added to or deducted from which of 
the bequests. 


It is not intended that such directions 
in a will dispense entirely with its pe- 
riodical review and revision, as even 
such a will cannot take into account 
the changes in the desires of the testa- 
tor. It also cannot foresee provisions 
qualifying for legal tax savings, as for 
example the marital deduction. But it 
may be noted that the above directions 
prevent distortion and hardship; they 
would have held true even despite the 
introduction of the marital deduction, 
or the effect of reciprocal treaties, or 
the loss of property (even the subject 
matter of a legacy), or disproportionate 
changes in any values, or emergence of 
a hitherto unclaimed or unknown debt. 


Tax Partition Against Will 


In the absence of specific words 
directing non-apportionment of estate 
taxes, strong showing must be made 
that an intent to effect an inequitable 
apportionment is clearly disclosed in the 
will, and language of doubtful import, 
that is, language which is subject to in- 
terpretation either way, will not suffice 
to change the rule of apportionment 
commanded by the State statute.‘ 


Changes in the law locating the inci- 
dence of tax sometimes act against the 
clear intent of the testator. For example, 
a testator was deemed cognizant in 
1928 of possible proration of estate 


2Or a given proportion. 
*Or increase. 
170 Misc. 436, 10 N. Y. S. (2d) 616. 


taxes, though this section was not en- 
acted until 1930.5 But where a codicil 
was executed in 1934 and no express 
direction was made by testator with 
respect to payment of death taxes, the 
burden was on the residuary estate.® 


A greater change of the tax law was 
the marital deduction which largely re- 
lieved the spouse from the tax. But 
the law, instead of at least making the 
spouse bear the proportionate tax on 
account of life insurance benefits and 
properties subject to a power of ap- 
pointment, expressly relieved the spouse, 
thus emphasizing what was not intended 
by the decedent. 

Here is a tax partition against a will, 
brought about by interpretation. The 
testator directed “that all transfer, in- 
heritance and estate taxes, to which my 
property or the transfer of any part 
thereof may be liable, shall be paid out 
of my residuary estate . . .”* Estate tax 
—both that on the true probate estate 
and that on the taxable inclusions—is 
surely within “all . . . taxes.” The ex- 
pression “transfer of any part” of “my 
property” admits of no doubt—as the 
estate is “determined by including the 
value . . . of all property . . . to the 
extent of .. .” The insurance was pur- 
chased with the decedent’s money, he 
could at any time assign it or pledge it. 
This insurance was in an ordinary sense 
“my property” and the pleonasm used 
was intended to extend the inclusion to 
all possible cases. Yet the Court held 
the insurance beneficiary was liable, as 
this life “neither his 
‘property’ nor the subject of a legacy 


insurance was 


or bequest by him.” 


Specific Directions 

One of the foremost writers remarks: 
“testators could avoid such a result by 
specifically directing that taxes on in- 
surance proceeds be payable out of the 
residuary estate.” I remark rather that 
a testator should be careful to direct 
specifically the payment of estate and 
death taxes on insurance proceeds, if 
he wishes the contrary intention not to 
be carried into effect.® 


The expression “I direct that all... 
taxes be paid out of my _ residuary 
estate,” was held not to be enough to 
direct the incidence of the tax, although 





5174 Misc. 917, 22 N. Y. S. (2d) 468; 189 Mise. 
417, 69 N. Y. S. (2d) 772. 

184 Mise. 178, 53 N. Y. S. (2d) 797. 

'U. S. Trust Co. v. Sears, 29 F. Supp. 643. 

’Proceeds of life insurance must bear taxes un- 
less the will directs otherwise, but National Service 
Life Insurance proceeds bear no taxes unless the 
will directs otherwise. Letter ruling dated March 
14, 1946. 
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this context does not allude to the estate, 
as in the case above.® “In most cases. . . 
the parties speculate as to what a par- 
ticular testator really meant.” “It is not 
enough . . . that in the will there is a 
hint . . . or there is doubt and uncer- 
tainty about his language.” “Lacking 
explicit direction by will, the statutory 
direction is absolute.”® The testator has 
to use clear language to direct that ap- 
portionment of taxes is not to be made 
or is to be made otherwise than ruled in 
the statute. Thus, if the will is not 
clearly directed against the statute, the 
statute prevails against the will. 


Effect of Remainder Interests 


The creator of an annuity, life, re- 
versionary, or remainder interest may 
exempt it from estate taxes, subordina- 
ting it to the condition that the benefi- 
ciary has to exempt it by written instru- 
ment from apportionment of estate taxes 
on the beneficiary’s estate. This is valid 
under New York Law.'® 
out the whole estate. 


and may wipe 


Example: the decedent was entitled 
to receive property worth $500,000 
upon the death of his elder brother to 
whom the income for life had been be- 
queathed, and who at the time of the 
decedent’s death was 40 years old. The 
present worth of the remainder interest 
at the date of death is $190,520 and 
could wipe out a true estate of $42,650 
if the tax is not to be apportioned but 
to be paid out of the true estate. 


There are even more dangerous situ- 
ations. Suppose A directed by his will, 
that the tax shall not be apportioned 
but shall be paid out of the residuary 
estate. Thereafter A became entitled to 
receive property in 1960, but died in 
1949. If this property has a value of 
$300,000 it wipes out entirely a true 
estate up to $44,500 and in case of a 
value of $500,000 the true estate re- 


quired to defray the federal taxes is 
$103,578. 


The best example for affecting an- 
other’s estate by taxes is the grant of 
a power of appointment.'! Suppose X’s 
true net estate is $100,000. Y granted 
him a power of appointment! qualify- 


(Continued on page 280) 


"183 Mise. 858, 51 N. Y. S. (2d) 375. See 183 
Misc. 382, 47 N. Y. S. (2d) 721 and 277 N. Y. 
310, 14 N. E. (2d) 369, and 89 Conn. 190, 93 Atl. 
241, 

"167 Misc. 67, 3 N. Y. S. (2d) 810. 

“Montgomery, Federal Taxes — Estates, Trusts 
and Gifts, 1948-49, p. 57. 

“Maybe X never knew of it, and it is limited to 
4 restricted class excluding the heirs of X. 
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CHARTERED 1853 


United States Crust Company 
of New York 


Statement of Condition, March 31, 1950 


ASSETS 


Cash and Due from Banks 

Loans and Discounts : 
United States Government Obligations 
State and Municipal Obligations 
Other Bonds . a oe 
Stock of the Federal Reserve Bank 
Real Estate Mortgages . 

Accrued Interest Receivable . 


Banking House 
Total 


LIABILITIES 
Capital Stock . . . . . . . «. § 4,000,000.00 
a a ae 24,000,000.00 
Undivided Profits . . . .... | 2,025,238.56 
Total Capital Funds 
Deposits 
General Reserve . 
Reserved for Taxes, Interest and Expenses . 
Unearned Discount — 
Dividend Payable April 3, 1950 
Other Liabilities 

Total 


$153,311,249.8 


$ 23,397,311.90 
59,638,644.53 
57,859,033.64 
6,675,570.49 
2,448,428.25 
840,000.00 
4,503,699.72 
548,561.31 
1,400,000.00 
$153,311,249.84 


$ 30,025.238.56 
120,092,699.38 
1,887,145.10 
918,490.92 
15,692.83 
350,000.00 
21,983.05 


Securities carried at $5,943,073.54 have been pledged to secure public 
deposits and for other purposes as required or permitted by law. 
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A SALES FORCE FOR FREE 


HOW CUSTOMERS CAN BE MADE SALESMEN 


MERL McHENRY 


Vice President and Trust Officer, Bank of America, N.T.&S.A., San Francisco 





Author Merl McHenry, left, and trust officer Martin P. Conlan, right, discussing with 

seaman Roy Reid his $30,000 “dream house” — the Portola Festival House. Reid is holding 

a picture of the model, showing the girl who picked the winning number. She was given 
the model for her role. 


HE Tanker “Mission Santa Bar- 

bara” was one day out of Honolulu 
on a trip around the world. Some of the 
crew were sprawled lazily about the 
after deck. The radio operator ambled 
up to one of them with a radiogram in 
his hand. “Reid,” he said, “how would 
you like to be rich? You could go on 
resting like this for a long time.” 

Reid eyed him sternly which entailed 
a lot of energy on that muggy day. 
“Now, you wouldn’t kid a fellow, would 
you? What do you mean, would | like 
to be rich? And you had better make 
it good.” 

“Why. you lucky so and so, you've 
won the Portola Festival House in San 
Francisco. Your number was the one 
they pulled out of the hat. The house is 
worth at least $30,000. It’s got every 
imaginable kind of gadget inside.” 

“By the Great Horned Spoon,” 
gasped Reid, “But what am I going to 
do with a house? Me, a single guy in 
the middle of the ocean bound round 
the world, and I win a house in San 
Francisco.” 

Reid brooded over his problem across 
the Pacific. When the ship reached the 
Canal Zone, he borrowed a dictionary 
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and a typewriter. Out of that union 
was born a letter to the Bank of Amer- 
ica in San Francisco which would have 
done credit to any attorney. He asked 
the Bank to take complete charge of 
the house, to have it appraised and 
then to offer it for sale. But the instruc- 
tions were specific: the Bank was to 
close no deal without first cabling him 
the appraisal and the top offer. 

In San Francisco, the newspapers en- 
thusiastically played up the story, so 
enthusiastically in fact that the curious 
milled about the house by the hundreds. 
The Bank hired a watchman to stand 
guard. When he suddenly became ill 
and an immediate replacement couldn’t 
be found, a Trust Officer was hurriedly 
thrust into the breach—to spend sever- 
al nights in solitary splendor in the 
modernistic, master bedroom. 


One Good Turn 


Through advertising, the Bank de- 
veloped an offer which Reid approved, 
and the house was sold while he was 
still on the high seas. When the ship 
finally docked at San Francisco, Reid 
came into the Bank. One of the Trust 
Officers asked, “Roy, out of the scores 
of people you might have chosen to 


sell your house, why did you pick our 


Bank?” 


Reid replied with a grin: “Well. first, 
you re a Bank so I knew you had to be 
honest. Second, you may not know this, 
but for years I’ve had a small commer. 
cial account downstairs in your main 
office. Lord knows, you haven’t made 
any money out of it, it’s probably 
been pretty much of a nuisance to you. 
But every time I’ve come into the Bank 
those boys have been just as nice to 
me as they possibly could. In my book, 
one good turn deserves another. That's 
the main reason I chose your Bank.” 


Such customer loyalty is not unusual 
in American business. In banking it 
has become fairly common. Consider, 
for example, the case of Company A. 
a large chain store, which suddenly be- 
came aware of bank service with the 
appearance of Miss Twitchell’s 
coat. 


new 


The Way to Get a Fur Coat 


During a meeting at which personnel 
matters were being discussed, a depart- 
ment head said to the division manager: 
“1 don’t have so many people coming 
to me any more with their various finan- 
cial woes. They seem to be getting what 
assistance they need at the Bank of 
America.” 
division 


“Fine, fine,” returned the 


manager absently, his mind occupied 


with matters of more immediate con- 
cern. A few weeks later, however, he 


had reason to recall this observation. 
As he approached his private office one 
afternoon, he heard his secretary 
squealing. He tolerantly overlooked the 
fact that she didn’t know much about 
spelling and was entirely unacquainted 
with the meaning of punctuality, while 
she returned the courtesy by seldom 
protesting when he dictated with his 
mouth closed, or when he skipped of 
into space after asking her to place 3 


long distance call. 


“What seems to be the trouble?” he 
asked, entering the office and cautious 
ly wading through a sea of tissue papet. 


Nobody heard him. Jane Twitchell, eyes 
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STATES 


shining, was standing in the middle of 
the room arrayed in a smart new coat 
trimmed with a rich beaver collar. Two 
of the other secretaries were carefully 
admiring the creation until they saw 
the big Boss! 

“That’s a very handsome coat, Jane; 
I especially like the tippet. What goes 
on, anyway?” 

Jane laughed. “I'll tell you, if you 
tell me what a tippet is.” 

“Fair enough. Isn’t the fur arrange- 
ment called a tippet? It was when I 
was a boy. Or maybe that term applies 
to a separate fur neckpiece,” he went 
on gropingly. 

Jane rescued him. “Well, tippet or 
no tippet, you’re entitled to an explana- 
tion. | just had to have some protec- 
tion from these icy California winters; 
so | went to the Bank and got a loan. 
Isn't it lovely?” 

“It is indeed!” he agreed. “But tell 
me more about this loan business.” 

“What [ got is called a_ personal 
loan,” Jane explained. “You simply talk 
things over with the bank officer, tell 
him what you need and what you make. 
He figures out how much of a loan you 
can handle. And sometimes you find 
that you don’t have to borrow at all. 
Sally Wilson in Shipping asked for a 
loan to pay some bills. The bank officer 
showed her how to budget her expenses 
so she wouldn't have to borrow. She 
sure was relieved. Bill Demming, on the 
other hand, was able to get the money 
he needed when his wife was ill. Handy 
arrangement, don’t you think?” 


An Account is Transferred 


Months later, the Boss trans- 
ferred to a big, executive position in a 
larger area. He finally found time to 
ask: “What about our banking arrange- 
ments? Where carry our ac- 
count?” Then he dictated a letter to 


was 


do we 


his Eastern Office. “This isn’t just a 
matter of self-interest,” he wrote. “It’s 
something they’re entitled to for the 
help they’ve given us.” When the an- 
swer came back, he had permission to 
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transfer the business account—the big, 
juicy, banking plum—to our Bank. 


This chain store executive was as 
much a salesman for the Bank as if 
he had been on the payroll, undoubted- 
ly more effective than anyone the Bank 
could have employed. The ordinary new 
business solicitor wouldn’t have had a 
Chinaman’s chance of getting this ac- 
count. 

But how do you get your customers 
to work for you? How do you get them 
to sing your praises to the skies? Will 
service do it? 


Attorneys Pull for Bank 


Suppose, for example, you get the 
reputation of running a Trust Depart- 
ment that is always on its toes. That 
news will get around and it will bring 
you a certain amount of business from 
attorneys and others. Attorneys, in 
particular, are in a position to deter- 
mine how good a job you are doing. 
A Trust Officer once argued at great 
length with an attorney who had pre- 
sented a client’s claim for $390 against 
a Bank estate. The Trust Officer was 
satisfied that the client was entitled to 
$300 and no more. At last the attorney 
grudingly gave in. A year later he 
came back and reminded the officer of 
the incident. “You certainly put up a 
battle for that $90,” he said. “If your 
Bank will take that much interest in an 
estate, | want you to handle my affairs. 
So here’s my will. You’re named execu- 
tor and trustee.” 


Another time an attorney told a re- 
cently bereaved widow that she was as 
capable of serving as executor as our 
Bank, which had been named in her 
husband’s will. So with the idea firmly 
in mind that the Bank should resign 
in her favor, she talked to one of the 
Trust Officers. 

“We know something about your 
husband’s affairs,” he told her. “They’re 
complicated. We think we should act 
and we believe that within a month 
you ll come in and tell us you're glad 
we did.” When people by the dozen 
began to call her about her husband’s 


estate, she was only too happy to refer 
them to the Bank. And within the 
month she had fulfilled the Trust Off- 
cer’s prophecy. But the really interest- 
ing part of the story is that the Bank 
is now named as executor and trustee 
in the will of the skeptical attorney. 


Clue 


But what about the average trust 
customer? Unlike the attorney, he 
doesn’t have an opportunity to observe 
the Bank’s performance in cases other 
than his own. Besides, he cares less. 
Betty Maze may give you a clue. 


‘Maze Gives 


An attractive, vivacious widow, Betty 
had a substantial trust and flitted in 
frequently to go over details with Mr. 
Everett. The whole Trust Department 
watched for her because she wore a 
series of foolish little hats that alter- 
nately mystified and amused them. 


As time went on, Betty Maze indi- 
cated her satisfaction with the Bank by 
bringing in first one friend and then a 
second, each of whom established a 
healthy trust. The Trust Department 
began to feel very proud of themselves. 
“It just goes to show,” chortled one 
Trust Officer, “that sound investment 
recommendations and good, all-around 
administration really pay off.” But the 
rude awakening came when a_ Vice 
President, thanking the voluble Miss 
Maze for her sales assistance, voiced 
the hope that the details of her account 
were being handled to her entire satis- 
faction. 

“You mean investments, taxes, in- 
come checks and that sort of thing?” 
The Vice President nodded. “Oh, 
they're being handled all right,” said 
Betty, airily dismissing the fundamen- 
tals of the trust business with a toss of 
her blond head. Then, her face light- 
ing up with enthusiasm, she added, 
“But if you really want to know what 
I enjoy most about your service, it’s 
dealing with Mr. Everett. I like him 
and so do my friends. He seems so in- 
terested in our affairs and so friendly. 
Why he even takes us out to the eleva- 
tors himself!” The Vice President, mo- 





mentarily stunned by the weight of this 
feminine logic, recovered sufficiently to 
agree that Mr. Everett was indeed a 


likable fellow. 
No Room for Boredom 


There is no gainsaying that people 
like their accounts well-handled. Even 
Betty Maze and her friends would have 
no sympathy for bungling. But assum- 
ing that operations are conducted on a 
reasonably efficient basis, customer re- 
sponse to service courteously and pati- 
ently rendered can be electric. Take 
the trust beneficiary for whom nothing 
much can be done in the way of in- 


come because of investment restrictions 
in the agreement. Nevertheless, he is 
moving Heaven and Earth to get a 
relative to switch her trust from an- 
other Bank to his—because someone 
who is not bored or disinterested makes 
him welcome whenever he comes in. 
Tom Allen has never forgotten this. 
Tom had a charming, young wife. 
He decided that his old house wasn’t 
good enough for her to live in. After 
months of poring over plans and speci- 
fications for a new one, the work got 
under way. But Dorothy and the blue 
prints were seldom in agreement. They 
changed the powder room to suit her 
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Results (in the form of prompt and favorable be) 


reaction among prospects, plus a gratifying 
flow of new business) justified this trust 
officer’s belief in Purse service. 


Whether you are starting a new trust depart- 
ment, or looking for new business for your 
already-established trust service, investigate 
Purse advertising programs, designed to fit 
your locality, your bank and your budget. 
Write today. 
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whims, then the stall shower and finally 
even Tom’s own den. With the costs 
soaring above the estimates, Tom, in 
desperation, went to see his banker. 

“IT want to borrow $20,000,” he said. 
“My house is costing far more than | 
expected.” 

The branch manager looked up in 
$20,000? Why 
you've got ten times that amount on 
deposit. You don’t need any money.” 


surprise. “Borrow 


“I know I don’t,” growled Tom, “but 
it’s the only way I know to convince 
Dorothy that she’s being extravagant.” 

The branch manager rubbed his chin. 
“PH tell you what let’s do,” he said. 
“We'll make out a note and deed of 
trust for $20,000 and you have 
your wife sign them. Then, before the 


can 


papers are recorded, you can _ just 
quietly change your mind. The little 


lady does. You can decide that you 
don’t want to borrow after all. I don’t 
think there is very much we can do if 
you tear up the papers. And no one need 
ever be the wiser.” 

\ Machiavellian look 


Tom’s face. He shoved his hat back on 


spread over 


and 
chair. “It’s a deal,” he said. “You make 


his head slipped down in_ his 
up the papers. I'll wait!” 
* * * 
All of us—every Bank in the country 
have our Tom Allens and Roy Reids, 
our loyal and enthusiastic supporters. 
But there must be thousands of other 
customers who with a little effort could 
be added to our rooting 
Thousands of others, whom a bit more 
consideration and understanding could 


sections. 


transform into a potent sales force— 
for free. 
A A S&S 


Trust Ads On New Note 


“Mr. Willoughby Grinned From Ear 
to Ear” in one of a series of Philadel- 
phia newspaper advertisements by Fi- 
delity-Philadelphia Trust Co., and in a 
later ad, “Mr. Bodkin Takes a Dim 
View of the Future.” Large instantly 
obvious line drawings of the two char- 
acters give point to the catch-lines, and 
as the copy explains, Mr. Willoughby’s 
satisfaction derives from the fact that 
having talked with Fidelity’s trust off- 
cers, he has learned how to safeguard 
his family’s future; while the harried 
Mr. Bodkins, though he has made a will 
is extremely uncertain about how it will 
be executed. Mr. Bodkins is still only 
a prospective trust customer. Advertis- 
ing opinion gives this new-type treat- 
ment high rating. 
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a Herz is a practical, effective way to handle your stock transfer 





in accounting and dividend payments on punched cards! Now 
you can have the proved advantages of punched-card account- 
id ing, with positive assurance of the correct addressing of your 
' punched-card dividend checks. Remington Rand’s new method 
combines punched-card accuracy with addressing-machine 
speed. 
in 
Thy Your corporate trust department can now get: 
on Completely Automatic Agreement of stock-transfer ledgers and 
register, punched balance cards, punched-card dividend checks 
hes and the addressing stencils—plus all allied records and reports. 
nee Punched-Card Dividend Checks produced, addressed, signed 


; PU NC Hi E D Cc ATR D and counted automatically at the rate of 6000 per hour, with 
hin. 4 ‘ 4 ms 


positive assurance that the correct name and address appear 
aid. on each check. 


DIV 33 E N it Cc Hi E C K & Check Register and Trial Balances produced at the rate of 6000 
lave Pe B, 4% BA. items per hour. 


Automatic Check Reconciliation effected by high-speed machines 


just e with paid-check and outstanding-check reports as automatic 
ittle ia i th bo th by-products. 
ae 1099 and State Returns, non-resident reports, stockholders lists, 


> if Accuracy and Speed proxies and similar records and reports, all produced auto- 


matically at the rate of 6000 transactions per hour. 
“Hit of the Show” at ABA Mid-Winter Conference 



















over Introduced to the banking profession at this New York meet- 
< on ing, this method, together with its machines and end-results, 
ae 8 nage 
his was hailed by trust officers and others as a significant advance 
nake in trust accounting procedures. If you weren’t there to see how 
, &P y : 
it works, send the handy coupon for your copy of the graphic 
folder, “PUNCHED-CARD DIVIDEND CHECKS,” or call your 
ntry nearby Remington Rand branch office for further details. 
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BY MACHINE CONTROL 


GARNETT COOK 


Vice President, Lincoln Bank and Trust Company, Louisville, Kentucky 


HERE trust business is expand- 
ing at a very considerable rate. 


the trust officer faces problems of hand- 
ling advantageously the 
tails in accounting. Shortly 
war ended, we at 
Trust Company 
much the same situation as the proud 
parent who wants to see his children 
grow up strong and sturdy, but who is 
continually 
growth of wearing apparel. 

Our trust service had its inception in 
mid-1917 but did not begin active irust 
promotion until the middle of the 
1930’s. We found ourselves reaping the 
benefits of many years solicitation for 
appointments under wills. Although we 
had been named in many estates, com- 
paratively few materialized until about 
1945. Then we found ourselves rather 
suddenly with a of business 


de- 
the 
and 


increased 
after 
Bank 


ourselves in 


Lincoln 
found 


perplexed with their out- 


volume 


which our somewhat antiquated book- 
keeping system was wholly unsuited to 
handle; bookkeeping methods were too 
cumbersome and _ time-consuming. 
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Selection of Equipment 


The Auditing Department 
mended that we investigate the possi- 


recom- 


bilities of mechanizing. We had a good 
idea of the system we wanted to put 
into effect in converting from manual 
to machine posting. Also, because of 
the possibilities of illness within our 
highly trained but limited staff. and 
considering vacation requirements, sim- 
plicity of operation was the keynote. 
so that any one of our staff could oper- 
ate the machine and post our records 
to conform with our exact accounting 
requirements. We also considered this 
in the light of avoiding too great an 
increase in the number of employees 
within our Trust Department staff. 


The National Cash Register’s Type- 
writing-Bookkeeping was 
found to meet all the requirements, with 
its full standard typewriter keyboard to 
produce complete description. The full, 
flexible adding machine keyboard is 
familiar to all bank employees, and 


machine 


the forms by 


front-feed insertion into the carriage. 


when operator places 
all previous postings and the current 


posting line are fully visible at all times, 


In addition, the many automatic fea- 
tures make operation very easy. The 
machine's ability to handle various 


kinds of trust work is accomplished by 
a removable form-posting bar, which 
permits us to replace one bar with an- 
other quickly to produce other types of 


records. 
A Simplified System 


In making preparations for our con- 
version from manual to machine post- 
ing, we worked out what we consider 
a very simple trust accounting system. 
All our forms are designed to offer 
complete accounting 
easy paper handling. 


records with fast, 


1. When any type of fiduciary ac- 
count is opened, our trust officers super- 
vise preparation of a docket sheet. which 
is a complete synopsis of the trust in- 
with 


denture or fiduciary agreement. 
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names Of beneficiaries and other perti- 
nent data. 

2. When the assets of the trust are 
received, they are verified with the trust 
inventory. 

3. The assets are then turned over to 
a trust securities teller, who prepares a 
form designated “Assets Acquired”. 
This simplified form is made up in an 
original and six carbon” 
copies, with destination as follows: 

a. Original (white) to the Audit De- 
partment, where a second set of 
records is maintained for audit- 
ing purposes; 


“one-time 


h. Copy for the Vault Records (light 
yellow)—an auditor and a Trust 
Department clerk always witness 
vault deposit or withdrawal of 


chine-computed corpus balances. At the 
same time, totals of all debits and credits 
are stored in accumulators, and must 
settle with the totals prepared by the 
trust securities teller whose securities 
blotter is verified with the Auditing 
Department’s record as securities are 
deposited or withdrawn from the vault. 

5. The individual Trust Assets Ledger 
and the Securities Ledger are posted to- 
gether in a second run. The Trust Assets 
ledger is in original print, the Securi- 
ties ledger a carbon copy. The postings 
to these ledgers are also recorded on a 
carbon journal used by both the Audit- 


ing Department and bank examiners 
to real advantage when auditing our 
records. 


Dual Index 


6. Trust Asset ledger cards are filed 
alphabetically within individual estate 
folders for simplicity and ready access 
by trust officers ahd auditors. They are 
identified by different colors for differ- 
ent types of assets, the color showing in 
a solid border at the top. Carbon copies 
of the above are filed alphabetically ac- 
cording to name of each security in a 
separate Securities Record file, identi- 


age. securities; NOTICE OF REDEMPTION 
rent c. A Principal and Investment copy 
re (pink! becomes the posting medi- THE DETROIT EDISON CO. 
ea- sill . a aaa 
The um for entry on the trust account- General and Refunding Mortgage Bonds, 
; . ing records—Principal Cash and Series G, 32%, due September 1, 1966 
lous Investment Ledger with Corpus 
| by Balance: NOTICE IS HEREBY GIVEN that, pursuant to the provisions of 
hich ; the Mortgage and Deed of Trust of The Detroit Edison Company, 
per d. An Income copy (blue) to set up sea Mg Coatee 1, end ao a the iaavonie a ” of 
| an- : ; 
15. a te . ptember 1, 1936, supplemental thereto, to Bankers Trust Com- 
s of a tickler file of income due from pany, as Trustee, The Detroit Edison Company has elected to redeem 


and pay, and will redeem and pay in lawful money of the United 
States of America, on May 15, 1950, all of its General and Refunding 
Mortgage Bonds, Series G, issued and outstanding thereunder. 


investments: 


e. A Security copy (green) is the 


posting medium for the Asset Accordingly, on May 15, 1950, there will become and be due and 

coe. Property records: payable upon each bond of such Series G, upon presentation with 

- all coupons maturing subsequent to March 1, 1950, at the principal 

post- f. An Addressograph copy (dark office of the Trustee, Bankers Trust Company, Corporate Trust 

sider vellow) to set up addressograph Department, 16 Wall Street, New York :3, N. the principal 

aa sling “nes. ee a amount thereof, together with accrued interest to May 15, 1950, 

ste - plates on all assets and name o and a premium of 414% of the principal amount of each such bond. 

offer the trust; From and after May 15, 1950, interest on such bonds will cease to 

fast : aus : accrue, the coupons for interest maturing subsequent to that date 

ae g. A final copy (white) is used by will be void and such bonds and coupons will cease to be entitled 
trust personnel for determination to the benefit of the lien of said Mortgage and Deed of Trust. 

ac- Sanne tay . on Bonds presented for redemption should have attached all coupons 

; of vray ese tax payable on estat maturing after March 1, 1950. The March 1, 1950 coupons apper- 
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yhich | | _ . tion in the usual manner. 
t in- Control Without Confusion In case registered bonds are presented and payment to other than 
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original “Assets Acquired” form. but 
on all other copies, portions of the form 
are “blacked out” so that irrelevent in- 
formation does not appear on any copy 
when not required. This eliminates con- 
fusion and the possibility of errors. 

Another form, the “Assets Disposed 
Of” is designed with the same color 
combination which expedites distribu- 
tion of the copies. This form has the 
reverse effect of the “Assets Acquired” 
form, both in operation and in the post- 
ing process to the accounts. 

4. The bookkeeper posts to Principal 
Ledger for each trust the complete in- 
formation found on the Principal and 
Investment copy of the “Asgets Ac- 
quired” form. The National ‘machine 
automatically crossfoots the values of 
all assets posted, and establishes ma- 
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and the bonds must be assigned in blank or accompanied by properly 
executed instruments of assignment in blank. 


THE DETROIT EDISON CO, 


By Arthur S. Albright, Treasurer. 


Dated, March 15, 1950 


NOTICE OF PRIOR PAYMENT 


The Detroit Edison Company bas instructed Bankers Trust 
Company to pay on and after March 15, 1950 the principal of 
and premium and accrued interest to May 15, 1950 on any of 
said bonds which are presented at the Corporate Trust Depart- 
ment of Bankers Trust Company, 16 Wall Street, New York 
15, N. Y. All coupons maturing after March 1, 1950 should 


be attached to the bonds. 


As a convenience to the bondholders, arrangements have 
been made by Bankers Trust Company so that if said bonds 
and coupons are presented at the Principal Office of National 
Bank of Detroit, 660 Woodward Avenue, Detroit 26, 
Michigan, or at the Principal Office of The Manufacturers 
National Bank of Detroit, 151 West Fort Street, Detroit 
31, Michigan, the holder thereof will receive payment in 


SedttiwPusne brary, above stated. 
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Originat cost is past 
tense— Replacement cost 
is present tense. A “Re- 
placement Reserve” estab- 
lished and maintained 
by appraisal provides 
control on both bases. 
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fied by the same color as the Trust As- 
set ledger cards, distinguished by a 
broken “block” border at the top. In 
this way we have a cross index which 
simplifies accounting where we are 
named the nominee for. “blanket divi- 
dends” which must be distributed to 
many trust incomes, 


7. The trust income teller maintains 
a tickler file relative to payments to 
beneficiaries, monthly or periodic state- 
ments, etc. much 
clerical time in the preparation of mail- 
ing schedules, interviews with benefici- 
aries concerning contemplated income, 
and offer control over preparation of 
disbursement checks. 


These ticklers save 


8. Simplified Income Entry Vouchers 
for all regular income items are pre- 
pared from pre-coded (anticipated due- 
date for income receipts) addressograph 
plates, run off a month in advance of 
anticipated receipts. The trust income 
teller thereby has pertinent data prior 
to receipts. 

9. When the income is received. the 
trust income teller matches the Income 
Entry Voucher with the check or cou- 
pon evidencing the receipt of income. 
He extracts the voucher from his “in- 
come anticipation” files, and when he 
makes up his cash receipts deposit for 
the day, balances the total deposit with 
the total Income Entry Vouchers. They 
are then given to the bookkeeper. who 
uses them as the posting media to the 
trust The _ totals 
through this operation must settle with 
the total cash received and deposited 


records. obtained 


in the Trust Department’s account by 
the trust income teller each day. 

10. Regular disbursements are made 
to the beneficiaries according to the 
terms of the trust instruments. Again we 
simplified our system by eliminating the 
old check register used in the orthodox 
manual system. Insofar as possible. we 
use the addressograph to imprint the 
payee’s name on all checks involving 
regular recurring disbursements; on ir- 
regular disbursement checks, of course. 
we type in the payee. A carbon copy of 
the check is prepared as each check is 
written, showing the date, check num- 
ber, payee, and amount. These checks 
are mailed to the beneficiaries, and the 
carbon copies serve as the posting media 
for the Income Cash ledgers. The accu- 
mulation of these disbursements must 
settle with the total amount of checks 
disbursed by the Trust Department each 
day. After posting, these carbon copies 
become our check register, and are filed 
in numerical ‘sequence as an open ac- 


count. When checks are paid, they are 
filed numerically in a permanent file; 
carbon copies are removed from the 
open item check register and placed in 
a file for paid vouchers, At the end of 
the month, we use the open items to 
reconcile cash with general ledger. 

11. The Auditing Department veri. 
fies corpus balances periodically from 
copies of the “Assets Acquired” and 
“Assets Disposed Of” forms which they 
receive on each transaction made in the 
Trust Department. A trial balance is 
taken monthly of all Cash, 
Principal Cash, Principal Investments, 
and corpus balances. 


Income 


Summary of Advantages 

The _ biggest 
found in revamping our system with the 
use of our National Typewriting-Book- 
keeping machine are: the mechanical 
computation and accumulation of all 


advantages we have 


postings and balances: clear. fully legi- 
ble trust 
and amounts 
ble journals; and the by-product crea- 


records—both in description 


plus the creation of legi- 


tion on all monthly statements of all 
transactions in the same posting opera- 
tion made to the various ledger records, 

inder manual posting, it was neces- 
sary for a typist to work right with 
the bookkeeper in transcribing state- 
ments from the ledger records for bene- 
ficiaries. Many extra hours, and often 
days, were expended in balancing rec- 
Now 


we create carbon statements for all bene- 


ords and preparing statements. 
ficiaries in the same original posting to 
ledger records. 

When a statement is desired for any 
account, all that is necessary is to re- 
move the carbon statement from the 
ledger sheet. place a “blue-back” on it 
for decorative purposes. and mail it to 
the beneficiary. Another saving in iime 
in the preparation of statements accrues 
through elimination of checking and 
verifying all typewritten statements by 
the Auditing Department. 

Since we installed our National sys- 
tem. the number of accounts — has 
doubled and our corpus balances have 
tripled in value. yet we still need only 
one bookkeeper to operate the machine. 
We have increased our staff by two 
members who handle the duties of trust 
income and trust securities teller. Even 
with the increase in work, our book- 
keeper has time to take care of addresso- 
graph needs. Our staff of eight, includ- 
ing the trust officers, can all operate the 
machine. We also have more hours to 
devote to the development of new trust 


business. 
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UST as the will is used to dispose 
J of property when the marriage is 
dissolved by death, so also the trust 
agreement is used to settle property in- 
terests when the marriage is dissolved 
by divorce. Moreover. just as the will 
functions in important respects other 
than in setting up a trust of the residue, 
so also the alimony-trust agreement may 
function in many important respects 
other than providing for periodic ali- 
mony payments. 


A divorce ‘carries with it not only 
problems of preperty division and taxa- 
tion but also the unfortunate personaliiy 
conflicts which are best resolved by an 
impartial third party; and it is in this 
capacity that the corporate trustee has 
so much to offer. Under the impersonal 
mantle of a trust agreement it is pos- 
sible to provide for divisions of prop- 
erty and continued support of wife and 
children beyond the husband’s lifetime. 
Flexibility can be obtained with provi- 
sions for additions to or reductions of 
principal or income. Moreover, the fre- 
quent instability of personality of one 
or both of the divorced parties is an 
additional—and perhaps the best—rea- 
son why the corporate trustee has a very 
special function in the divorce picture. 


An essential basis for discussing the 
drafting of alimony trusts is an under- 
standing of the Federal income, gift and 
estate tax treatment of the alimony it- 
self. Without attempting a book-length 
discussion of the many Federal tax 
problems arising under alimony con- 
tracts, it is important to review briefly 
the tax principles involved. 


Income Tax Incidence 


The pre-1942 general rule was that 
alimony was taxed to the husband 
whether he paid directly or through the 
medium of a trust. Gould v. Gould, 245 
U. S. 153; Douglas v. Willcuts, 296 
U. S. 1. The reasoning—which is still 
good—was that one’s payment of a 
debt does not of itself create an income 
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tax deduction, and the “legal obliga- 
tion” under state law to support one’s 
wife is as much a “debt” as the money 
owed the grocer or, preferably, the 


bank. 

In 1942 Congress created exceptions 
to this general rule by defining a limited 
orbit within which the husband must 
deduct and the wife must pay tax on 
alimony payments (Sections 22(k), 
23(u) and 171 of the Internal Revenue 
Code).* In brief, the tax burden of ali- 
is shifted from husband to wife 
only if all of four conditions are met. 


mony 


1. Marital Status 


The wife must be “divorced or legally 
separated from her husband under a 
decree of divorce or of separate main- 
tenance”. This requirement is not met 
by an annulment, Bureau of Internal 
Revenue letter, 12/8/44; a voluntary 
separation, Smith v. Comm., 168 F.(2) 
446 (CCA 2d); or a support order is- 
sued in desertion proceedings, Kalch- 
thaler, 7 T.C. 625. But a Mexican di- 
vorce qualifies even though not recog- 
nized in the local state, G.C.M. 25.250. 
1947—2 C.B. 32. 


2. Necessity of Agreement or Decree 


The alimony must be paid “under 
such decree or under a written instru- 
ment incident to such divorce or separ- 
ation”. This requirement is met by pay- 
ment under an agreement incident to 
divorce although the state law (as in 
Pennsylvania) prohibits alimony, Hesse, 
7 T.C. 700; Johnson, 10 T.C. 647; and 


*This discussion assumes that alimony passes 
from husband to wife. However, the Code contem- 
plates that it may pass as well from wife to hus- 
band. Section 3797 (a) (17). 








by payment under a prior agreement 
originally for another purpose but later 
amended as an incident to divorce, Gale, 
13 T.C. 661, Neeman, 13 T.C. 397. The 
decree need not mention the agreement; 
it is sufficient if the agreement contem- 
plates a divorce regardless of where that 
decree eventually may be secured. Fry, 
13 T.C. 658. And the agreement itself 
may have the casual form of a letter. 
Jefferson, 13 T.C. No. 135. 

The requirement is not met by pay- 
ments on oral understanding. Myerson, 
10 T.C. 729; voluntary increases of 
amount, Dauwalter, 9 T.C. 580, al- 
though later approved by a nunc pro 
lunc decree, Van Vlaanderen v. Comm., 
175 F.(2d) 389 (CCA 3rd); or by 
payment under an agreement made sub- 
sequent to the decree, Cox v. Comm., 


176 F.(2d) 226 (C.C.A. 3rd). 
3. Form of Payment 


The alimony must take the form of 
“periodic payments (whether or not 
made at regular intervals) received sub- 
sequent to such decree”. A fixed sum 
is “periodic” only if the total “may be 
or is to be paid within a period ending 
more than 10 years from the date of 
such instrument”. and_ the 
deductible annual payment may not ex- 
ceed LO per cent of the total sum, Sec. 
221k); but the 10 year period may be 
contingently a shorter period as where 


decree or 


alimony will cease upon the wife’s re- 
marriage, Steinel, 10 T.C. 409. A flexi- 
ble sum, as where payments are based 
on a percentage of income, qualifies as 
“periodic” even though payable over 
less than 10 years, Young, 10 T.C. 725. 

The term “payments” as applied to 
alimony means cash or the equivalent of 
cash; it does not include property. Thus 
the income tax burden is not shifted if 
it is property alone that is transferred 
under the alimony agreement: rather. 
the statute provides only that “such 
amounts received as are attributable to 
property so transferred (under an ali- 
mony arrangement) shall not be includ- 
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ible in the gross income of such hus- 
band”. In other words, if the husband 
transfers property to his divorced wife, 
his only tax benefit is that he will not 
be taxed on the future income from that 
property. 

The question of what is an “equiva- 
lent of cash” is always subject to con- 
jecture. The rental value of a home does 
not qualify, Pappenheimer v. Allen, 71 
F. Supp. 788 (D.C. Ga.); but the hus- 
band’s payment of the wife’s liability 
for Federal income tax on alimony is 
treated as additional alimony. Mahana 
y U.S., F. Supp. (Ct. Cls. 2/6 
50). 

A problem frequently in litigation is 
whether the payment of life insurance 
premiums is the equivalent of cash pay- 
ments. The payment of premiums by 
the husband on insurance covering his 
life will qualify as alimony payments 
if the insurance is owned by the wife. 
Stewart, 9 T.C. 195; or, although the 
insurance is owned by the husband, if 
the insurance is payable to the wife and 
the premium payments are expressly 
stated to reduce alimony otherwise pay- 
able. Hart, 11 T.C. 16. But if the in- 
surance is owned by the husband and 
the premiums are not expressly stated 


to be in reduction of alimony otherwise 
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payable, then there has been no pay- 
ment which qualifies as alimony, 


Bloomenthal, 13 T.C. 96. 
4. Purpose of Payment 


The tax burden on alimony will shift 
from husband to wife only if it is “in 
discharge of a legal obligation which, 
because of the marital or family rela- 
tionship, is imposed upon on incurred” 
by the husband. Thus the husband’s re- 
payment of a loan previously made by 
the wife will not qualify as alimony. 
even though the payment is part of a 
general settlement upon separation. Sec. 
29.22(k)-1, Reg. 111: nor is it “ali- 


mony” where payment is made for real 


wife to the 


estate transferred by the 
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husband in the course of a general 
settlement, DuBane, 10 T.C. 992; Hogg, 
13 T.C. 361. 


Despite the fact that the obligation 
to support children also arises out of 
the “family relationship”, the husband 
continues to be taxed upon that part of 
the alimony which “the decree or writ- 
ten instrument fix, in terms of an 
amount of money or a portion of the 
payment, as a sum which is payable for 
the support of minor children”. Thus, 
if an amount is specified for the chil- 
dren’s support, that sum is taxed to the 
husband; and if no amount is specified 
for the children’s support, the wife is 
taxed on the whole payment even 
though she may undertake their sup- 
port, Moitoret, 7 T.C. 640. But even 
though the amount for children may 
not be specifically defined in the agree- 
ment, a portion attributable to their 
support may be collaterally defined. as 
where the agreement provides that at 
death of the wife 50° of the payments 
shall continue for the childrens’ bene- 
fit. The assumption would be that dur- 
ing the wife’s life 50‘ of the alimony 
would be for children. Budd, 7 T.C. 
413; Leslie, 10 T.C. 807. 

It may be further noted that where 
the sum payable under an alimony 
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agreement is allocable between the wife 
and the children, and the husband 
makes only a part payment, it is pre- 
sumed that such part payment is applied 
first against the children’s support 
(which causes the husband to be taxed 
thereon). It should be also kept in mind 
that there is a similar provision which 
taxes the husband, rather than the wife, 
on trust income applied for the chil- 
drens’ support, Sec. 171(a). 


Trust Income of Divorced Wife 


In addition to these general alimony 
rules, Section 171 was enacted to deal 
with the trust of divorced 
couples. That section taxes the divorced 
wife upon the income from “any trust 
which such wife is entitled to receive 
and which (otherwise) would be in- 
cludible in the gross income of her hus- 
band.” Thus, after divorce the wife is 
taxed on trust income upon which the 
husband previously was taxed because 
he retained the right to revoke the trust 
(Sec. 166), or the power to revest en- 
joyment in himself (Sec. 166), or the 
power to apply the income to his own 
benefit (Sec. 167), or the wide super- 
visory power over a short-term trust as 
condemned in Helvering v. Clifford. 309 
U. S. 331, and its innumerable off- 
spring. 

The special impact of Section 171 can 
be fully realized only when it is under- 
stood that the wife is taxed on the entire 
trust distribution made _ periodically, 
even though it comes in part from 
principal. For example, an annuity de- 
rived in part from trust principal is 
fully taxed as alimony — not annuity 
income—to the wife. Sec. 22(b) (2) 
(A); Laughlin’s Estate v. Comm., 167 
F.(2d) 828 (CCA 9th). And the hus- 
band has-no corresponding deduction 
because, as explained above, the trust 
represents “property” transferred. and 
his only tax benefit is the exclusion 
from his tax return of the trust income. 


income 


Gift Tax Questions 


The Federal gift and estate taxes also 
may attach themselves to an alimony 
agreement. Gift tax is imposed on any 
transfer made without “adequate and 
full consideration.” For example, a 
transfer before or during marriage in 
consideration of the release of future 
“marital rights” in property is taxed 
because such future rights are not “ade- 
quate and full consideration.” Comm. 
v. Wemyss, 324 U. S. 303; Merrill v. 
Fahs, 324 U. S. 308; Rosenwald, 4 
T.C.M., 549—CCH Dec. 14, 579(M). 


However, a lump sum transfer at 


termination of a marriage will not be 
taxed if it is made for the release of 


the wife’s present right of support. E.T. 


19, 1946-2 C.B. 166; Jones, 1 T.C. 
1207; Lahti, 6 T.C. 7. But alimony 
paid for the wife’s release of future 
marital rights in property (dower or 
statutory estate in lieu thereof) is 
taxed because such future rights do not 
provide the “adequate and full consid- 
eration” necessary to negative a gift. 
Comm. v. Barnard’s Estate, 176 F.(2d) 
233 (CCA 2d); Harris v. Comm., 178 
F.(2d) 861 (CCA 2d); Krause v. Yoke, 
—F. Supp.—(D.C., W. Va. 1/13/50). 
An escape from the Barnard’s Estate 
situation is to have the divorce court 
issue its decree for a lump sum obliga- 
tion of the husband to the wife, which 
becomes a present judgment obligation, 
and the subsequent release of this obli- 
gation by the wife provides sufficient 
consideration to prevent payment being 
treated as a gift. Comm. v. Converse, 
163 F.(2d) 131 (CCA 2d). 

Where the alimony transfer is in part 
for the obligation of support (not tax- 
able) and in part for the release of th= 
wife’s future marital rights in property 
(taxable), the Bureau apparently will 
make an allocation based upon income, 
assets, life expectancies and similar 


factors. E.T. 19, 1946-2 C.B. 166. 


Impact of Estate Tax 


If upon the husband’s death his 
estate becomes liable for continuing ali- 
mony to a divorced wife, it is desirable 
that the alimony obligation be a de- 
ductible claim for Federal estate tax 
purposes. A proper claim will be valued 
and deductible although the alimony 
is terminable by death or remarriage. 
Comm. v. Maresi, 156 F.(2d) 929 
(CCA 2d). However, either of two 
propositions must be established in 
order that the alimony claim be de- 
ductible: 


1. The consideration for the alimony 
agreement must have been the wife's 
release solely of her present marital 
right to support. This will supply the 
“adequate and _ full consideration” 
which Section 812(b) requires for a 
deductible claim. However, the release 
of the wife’s future marital rights to 
property (dower or statutory estate in 
lieu thereof) does not supply the type 
of consideration necessary for a deduct- 


ible claim. E.T. 19, 1946-2 C.B. 166. 


2. If the consideration is something 
other than the wife’s release of support 
rights, the alimony sum (or perhaps 
merely the alimony agreement which 
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specifies that sum) must be incorpora- 
ted into the divorce decree itself. Sec- 
tion 812(b) states that to be deductible 
a claim which is merely “founded upon 
a promise or agreement” must have 
been contracted for “an adequate and 
full consideration”; and then the stat- 
ute expressly excludes as consideration 
“the relinquishment of dower, curtesy, 
or of a statutory estate created in lieu 
of dower or curtesy, or of other marital 
rights in the decedent’s property or 
estate”. But when the alimony obliga- 
tion becomes a part of a divorce decree, 
it is then founded on a judgment—not 
merely a promise or agreement—and 
the claim is deductible to the extent that 
the consideration was the wife’s release 
of her rights under that judgment. 
Comm. v. State Street Trust Co., 128 
F.(2d) 618 (CCA Ist). 

\ final estate tax problem is whether 
the consideration supporting an alimony 
transfer can prevent its inclusion in the 
hushand’s taxable gross estate even 
though it takes effect at his death (Sec. 
Sllic)) or is revocable by him (Sec. 
Sl1lid)). The answer is clear: the trans- 
fer is subject to estate tax in spite of 
its origin as an arrangement for ali- 
mony. Adriance v. Higgins, 113 F.(2d) 
1013. (CCA 2d); Helvering v. U. S. 
Trust Co., 111 F.(2d) 576 (CCA 2d). 
But a transfer is not taxed as “in con- 
templation of death” merely because it 
was made as a substitute for dower 
rights. Byram Estate, 9 T.C. 1. 


Drafting the Agreement 


The alimony-trust agreement should 
cover many important features beyond 
the scope of this article: the right to 
live separate and apart; provision of a 
home; custody, education and support 
of children: continuation of life insur- 
ance: division of jointly-owned prop- 
erty: payment of the costs of the di- 
vorce action; and other matters peculiar 
to the individual case. 

But any trust agreement must be 
drafted with three principal tax consid- 
erations in mind: First, on whom to 
place the income tax burden (which we 
will assume is to be shifted to the wife) ; 
second, the avoidance of Federal gift 
tax liability to the husband; third, the 
provision of a deductible claim against 
the husband’s taxable estate, assuming 
that the alimony obligation survives his 
death. 


There being a valid divorce or legal 
separation, the first step is to meet the 
statutory requirement that the alimony 
agreement be “incident to such divorce 
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or separation.” The agreement need not 
refer to the divorce, nor need it be re- 
ferred to by the decree; but in the ab- 
sense of specific reference the relation- 
ship of one to the other must be proved 
by other evidence, and often this is done 
only after litigation. Therefore, if there 
is no objection from the standpoint of 
state law or procedure, the agreement 
should specifically refer to the divorce 
and the decree should refer to—and 
perhaps incorporate—the agreement. 


The next step should be to divide 
the benefits which the wife is to re- 
ceive into cash and its equivalent, and 


-property. The cash and equivalent items, 


if of a fixed total sum, should be made 
payable over more than a 10 year period 
and not more than one-tenth should be 
payable in any one year. If this is not 
done, the annual payments will not be 
“periodic” and will be taxed to the 
husband rather than the wife. The prop- 
erty items produce no shift in the in- 
come tax burden, and their transfer 
will create gift tax liability in the hus- 
band unless the “consideration” is care- 
fully spelled out, i.e., that the property 
is transferred for release from the obli- 
gation to support the wife—not for re- 
lease of her future marital rights in 
property. 

If it is necessary under the local 
state law that the wife formally release 
her marital rights in property of the 
husband, it would seem best that this 
be accomplished in a separate agree- 
ment and for a separate consideration. 
If the release of these rights is tied in 
with the general alimony settlement 
there results not only a serious gift tax 
problem but also the probability that 
at the husband’s death the commuted 
alimony obligations could not be de- 
ducted for estate tax purposes. 


Insurance and Other Items 


There are innumerable items which 
are secondary to the principal alimony 
arrangement but which nevertheless 
must be dealt with. If the income tax 
burden is to be shifted to the wife. these 
additional items should take the form 
of cash or its equivalent. Premium pay- 
ments on life insurance for the wife’s 
benefit are best paid to the wife, or to 
the trustee, and thereafter paid to the 
insurance company. Moreover, as ad- 
ditional assurance that the husband’s 
premium payments be treated as _ali- 
mony, the policies themselves should be 
owned by the wife. 


The use of a home for the wife is 
best accomplished by making a sum 
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available for rent; but if a home is 
transferred to the wife there results a 
taxable gift (reduced in amount if pre- 
viously owned jointly), unless the sole 
consideration is the wife’s release of 
support rights. And if the income tax 
burden is to shift to the wife, but the 
husband undertakes reimbursement, the 
reimbursement sum _ itself constitutes 
additional alimony taxable to the: wife. 

If possible, alimony that takes the 
form of periodic distributions of insur- 
ance or annuity sums should be avoided. 
These payments are fully taxed as ali- 
mony even though derived in substantial 
part from principal. 


It is sometimes wise to provide for 
additional alimony if future conditions 
warrant an increase. But a voluntary 
increase will not shift the tax burden 
on the additional alimony; like the or- 
iginal alimony, additional alimony 
must also be paid pursuant to a decree. 
Therefore, alimony increases should be 
conditioned upon the securing of an 
approval decree. 

The provision for support of children 
is a matter of special importance in the 
alimony-trust agreement. Of course the 
divorce does not terminate the hus- 
band’s obligation to support his chil- 


dren, and his continued payments for 
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Assets are shown NET after deducting Reserves 
Ohio’s Largest Bank 
welcomes individuals and corporations 
seeking new or additional banking services. 
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their support do not provide him with 
an income tax deduction. However. it 
is not unusual for the wife to undertake 
this support obligation when she period- 
ically receives a flat amount for the 
support of both herself and the chil- 
dren. There being no allocation of the 
sum to be applied to the children’s 
support, the wife is taxed on the full 
amount; but the husband may assume 
the tax burden on sums to be expended 
for the children if a monetary or per- 
centage allocation is written into the 
agreement. 


Gift and Estate Tax Considerations 


Where there is a large property settle. 
ment in addition to periodic alimony 
payments, there result both the gift and 
estate tax problems already mentioned. 
A substantial property settlement usu- 
ally demands as consideration the wife's 
release of her marital interest in the 
husband’s property, which of itself is 
not a sufficient consideration to avoid 
a taxable gift. Therefore, the settlement 
should be incorporated into a decree 
so that a “legal judgment” results, the 
release of which does provide sufficient 
consideration to avoid a taxable gift. 
And if periodic alimony payments are 
to be a continuing charge against the 
husband’s estate after his death, their 
commuted value is a deductible claim 
only if they are paid in exchange for 
the wife’s release of support rights or 
if the alimony obligation is incorpora- 
ted into a court decree and thus con- 
verted into a judgment obligation. 

The governmental and judicial views 
on gift and estate tax consequences of 
alimony transfers have been undergoing 
a change in recent years—and even in 
recent months. Because it is impossible 
to forecast they may further 
change, it is advisable to protect the 
wife against transferee liability for gift 
tax, or an apportioned liability for 
estate tax, by a specific requirement that 
the husband and his estate shall assume 
all liability for gift and estate taxes. 


how 


Residuary Questions 


When the alimony-trust agreement 
has been completed to the satisfaction 
of all parties, there remains only the 
residual problem of counsel fees and 
other costs. The tax picture is greatly 
simplified if husband and wife pay 
their own respective costs: the hus- 
band’s costs are not deductible for in- 
come tax purposes, I.T. 3856, 1947-1 
C.B. 23; the wife’s costs may be de- 
ducted as a Section 23(a) (2) “income 


production” expense, Gale, 13 T.C. 661. 
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except to the extent that such costs are 
allocable to non-taxable alimony re- 
ceipts, LeMond, 13 T.C., 670. But if, 
as so often occurs in alimony settle- 
ments, the wife’s costs are borne by 
the husband, those costs are regarded 
as additional property settled on the 
wife which are not deductible by the 
husband (they are not “periodic” over 
more than 10 years, Loverin, 10 T.C. 
406), and they are subject to gift tax 
under the same rules as apply to any 
other property settlement. 


Clearly the alimony agreement, itself 
the creature of divorce litigation, may 
in turn produce unending tax litigation 
unless it is drafted with a wary eye on 
tax considerations. It is doubtful that 
many such agreements are drawn with 
all of these considerations in mind. But 
an impartial and properly staffed cor- 
porate trustee, having had experience in 
developing and administering other ali- 
mony-trust agreements, should be par- 
ticularly qualified to reduce to a mini- 
mum the many difficult problems _re- 
sulting from divorce. 


A AA 


Cooperating to Promote 
Enterprise System 


“How 
banks can co-operate more fully with 
agencies which are promoting the free 
enterprise system,” William M. Sherrill, 
Advertising & Publicity Manager, First 
National Bank in St. Louis, Mo.. and 
member of the Extension Committee of 
the Financial Public Relations Associa- 
tion, advised 1) giving greater support 
to the programs of recognized agencies 
which, after careful investigation, ap- 
pear to be doing a good job. This may 
he accomplished through — sustaining 
memberships, or by being responsible 
for a definite portion of the agencies’ 
local or national campaigns. And 2) 
by doing a better job of explaining the 
free enterprise system and its advan- 
tages to their own employees, 


In reporting on the subject, 


to their 
own customers, and to residents of their 
own communities. 

Observing — that criticism 
achieves little, the speaker stated that 
a positive, constructive proposal is indi- 
cated to take the place of wrong regula- 
tions or legislation. He warned, also. 
against the use of technical jargon and 
pious phrases. “Just study some of the 
speeches that have aroused the greatest 
enthusiasm among voting groups,” he 
said. 


negative 


A A A 
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4 for 1 in 25 Years 


Ten thousand dollars invested 10 
years ago in the ten most widely owned 
companies—$1,000 in each—would be 
worth $41,600 today if all income had 
been permitted to accumulate, accord- 
ing to E. F. Hutton & Company’s “In- 
vestors Aid 1949-1950.” This repre- 
sents a gain of 316%. The companies 
used for the demonstration are Ameri- 
can Tel. & Tel., General Motors, General 
Electric, Pennsylvania R.R., Standard 
Oil (N.J.). Commonwealth Edison, 
U. S. Steel, Socony-Vacuum, Consoli- 
dated Edison, Anaconda. 


Stockholder Relations Guide 


A working reference with the descrip- 
tive title, “Stockholder Relations Guide- 
Book,” edited by Weston Smith, director 
of the Financial World Annual Report 
Survey, has been published by Finan- 
cial World. The illustrated manual con- 
tains eight chapters ranging from the 
history and background of stockholder 
relations, through the preparation of the 
annual report, analysis of stockholder 
relations techniques, and a check list 
of “The Responsibilities of the Corpo- 
rate Officer in Charge of Stockholder 
Relations.” 















INCOME AND EXPENSES... Gross reve- 
nue in 1949 was $101,793,987, an increase 
of $4,199,813 or 4% over 1948. Net income was 
$18,368,338 —equivalent to $2.99 per share of com- 
mon stock, after all charges including preferred divi- 
dends, compared with $1.83 per share in 1948. 


ADDITIONAL CAPITAL OBTAINED... /n 
May 1949, an issue of 800,000 shares of 
common stock was sold for $31.00 per share or a total 
of $24,800,000. This was the Company's first sale of 
common stock in fifteen years. From December 1947 
to May 1949 a total of $130,755,396 of new capital 
was secured through sales of stocks and bonds. 
fa dll. PLANT EXPANSION CONTINUES... At 
December 31, 1949, the Company's in- 
vestment in plant was $542,224 661, an increase of 


$56,223,961 or 12% during the year, and an increase 
of $172,666,033 or 47% in the four years since 1945. 


<> 
eke SMALLER BUDGET FOR PLANT IN 1950... 


. The plant budget for 1950 totals 
$51,518, 523, or $18,708,562 less than expenditures 
of $70,227,085 made in 1949. Net additions to plant 
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Southern California 
Edison Company - 1949 


for the year 1950, after giving effect to retirements, 
are expected to approximate $45,200,000. The 1950 
construction program will require approximately 
$27,000,000 of further new capital. 


GENERATION AND PEAK DEMAND 
AGAIN INCREASED...Total energy 
transmitted during 1949 was 7,564,493,195 kilowatt- 
hours, the greatest in the Company's history and 4% 
more than in 1948. 


|| LOWEST RATES IN HISTORY. ..The 
Company made continuing reductions in 
rates for its services almost annually through and in- 
cluding 1941. Following the war, a further reduction 
was made in 1946. Even in the fifty-cent dollars of the 
period, the Company's rates have been lower since 
1946 than at any previous time in its history. 


<>\ 
= COMMERCIAL AND SALES ACTIVITIES... 


The volume of new business obtained during 
the year 1949 was again substantial, though the rate 
of growth declined as compared with the two pre- 
ceding years. A total of 61,868 meters were added 
to the system in 1949, compared with 73,021 in 1948 
and 71,447 in 1947. 





CONDENSED CONSOLIDATED BALANCE SHEET 


ASSETS 


Electric Plant 

Investments and Other pen ‘ 
Current Assets . 

Deferred Charges . 


- $542,224,661 
9,546,664 
38,407,289 
5,566,901 
2,661,481 


+ $598,406,996 


Capital Stock Expense 


Total Assets 





December 31, 1949 


LIABILITIES 


Stated Capital and Surplus . 
Bonded Indebtedness . 

Current Liabilities . 
Depreciation Reserve . 

Other Reserves and Liabilities . 


- $243,384,694 
203,000,000 
35,981,303 
107,968,077 
8,072,922 


Total Liabilities - $598,406,996 
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Only STEEL can do so many job 


AIRPLANE CROSSES BRIDGE. This is the 127-foot wide 
airport taxiway overpass, carrying a taxiing air- 
plane across the vehicular approach road at the 
New York International Airport. In fabricating 
and erecting steel for such modern structures as 
this, United States Steel is continuing its number- 
one job of helping to build a better America. 


HOSPITAL FAVORITE. Equipment made of U-S’S Stainless Steel stands in 

class by itself when it comes to safeguarding the health of patients, mak- 
ing work easier for hospital staffs. Its smooth surfaces harbor neither 
germs nor bacteria. And it’s easy to keep spotlessly clean and sanitary. 


SLAM, SLAM, SLAM, all day long—but despite such rough 
treatment, this refrigerator stands solid as a rock and 
holds its gleaming porcelain surface because the steel 
it’s made of is sturdy, time-tested U’S’S Vitrenamel. 


UNITED STATES STEEL CORPORATION, 436 Seventh Ave., Pittsburgh 30, Pa. Subsidiaries: AMERICAN BRIDGE COMPANY « AMERICAN STEEL & WIRE COMPANY and CYCLONE FENCE 
NATIONAL TUBE COMPANY « OIL WELL SUPPLY COMPANY * TENNESSEE COAL, IRON & RAILROAD COMPANY ¢ UNION SUPPLY COMPANY + UNITED STATES STEEL EXPORT 


250 TRUSTS AND ESTATES 





SO wel 


A CLEAN, SAFE PAN is any pan made of 
stainless steel because this ever-bright 
material is so easy to keep free from con- 
tamination. When you buy a utensil 
bearing the U-S’S Stainless Steel label, 
you know that the steel was made by 
United States Steel—that it is perfect for 
its purpose, that it is easy to clean, and 
corrosion-resistant all the way through. 


TIRES DEFY DESTRUCTION! Newest thing in tires is the use of high tensile steel 
wire to replace cotton or rayon cord, producing what engineers believe to be 
the most rugged pneumatic tire ever built. It runs cooler under heavy loads at 
high speeds, gives more mileage. Development of hair-like strands of U°S’S Tire 
Cord Wire, strong enough to take the constant punishment of tire flexing, was 
accomplished after extensive research by scientists of United States Steel. 


.. and this label is your guide to quality steel 


UNITED STATES STEEL 
Hebring to Puild a Petter America 


DIVISION ¢ CARNEGIE-ILLINOIS STEEL CORPORATION * COLUMBIA STEEL COMPANY * CONSOLIDATED WESTERN STEEL CORPORATION * GERRARD STEEL STRAPPING COMPANY 
COMPANY + UNITED STATES STEEL PRODUCTS COMPANY © UNITED STATES STEEL SUPPLY COMPANY * UNIVERSAL ATLAS CEMENT COMPANY « VIRGINIA BRIDGE COMPANY 
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Preferreds Show 3-Year 
Income Stability 


Stability of income yields on divi- 
dends through the last three years has 
been a marked characteristic of pre- 
ferred stocks listed on the New York 
Stock Exchange, according to the The 
Exchange. With cash dividend rate a 
fixed amount for each stock in nearly 
all cases, the natural comment is that 
price stability has also been notable. 

Median yield, midway between high- 
est and lowest, for 410 dividend-paying 
preferreds in 1949 was 4.6% of year- 
end. A year earlier it stood at 4.8% 
and at end of 1947 at 4.7%. 


Cash dividends upon which these 
statistics are based exclude arrearage 
payments in excess of normal dividend 
rate. 

The median yield of 880-odd divi- 
dend-paying common stocks listed on 


the N. Y. Stock Exchange is about 7%. 





“A Practical 


Distribution of 410 Listed Preferred 
Stocks Which Paid Cash Dividends 


in 1949 
—By Yield Groups— 
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More Common Trust Funds 
The New York State Banking De- 


partment has issued common trust fund 
authority to the Bankers Trust Co., 
Central Hanover Bank and Trust Co., 
both of New York, and Marine Trust 
Co. of Buffalo. Permission granted the 
first two banks covers legal funds, they 
having already established Discretion- 
ary Funds. Permission granted to the 
Marine Trust Co. covers two funds, one 
legal and one discretionary. 


Suggestion for Lawyers 


in the Drafting of 
Wills and Trusts” 


By 


FRANK R. HURLBUTT 


Member of the New York 
and West Virginia State Bars 


This new booklet explains why more and 
more lawyers are providing for Mutual Fund 


investing in many estates, as an answer to 
increasing taxation and changing economic 
conditions. It describes how wills and trusts 
may be drawn, and in some cases amended, 
to allow trustees the broader investment 
powers necessary to utilize Mutual Funds to 


proper advantage. 


Write today for your free copy. 


MUTUAL FUNDS DEPARTMENT 


“Recommendations based solely on your needs” 


KIDDER, PEABODY ®& CO. 


10 East 45TH Street, New York 17. MUrRray Hitt 2-7190 





Common Trust Fund Law 
Passed in Ontario 


The first full-fledged common trust 
fund enabling law in Canada was passed 
by the Ontario legislature on March 15, 
While Dominion-chartered trust com- 
panies in certain other provinces and 
British Columbia institutions have been 
permitted to operate common. trust 
funds with a maximum limitation of 
$3,000 per participating trust, this is 
the pioneer legislation authorizing large 
scale participation similar to that al- 
lowed in most states of the United 
States. It was sponsored by the Trust 
Companies Association of Ontario. 

Under Section 74a added to the Loan 
and Trust Corporations Act, 1949, by 
Bill 92, provincial trust companies and 
other registered companies with the ca- 
pacity to do so, may, unless the trust 
instrument otherwise directs, establish 
one or more common trust funds with 
the consent of a co-fiduciary where such 
exists, under regulations to be made by 
the Lieutenant-Governor in Council. An 
association committee, in collaboration 
with the Registrar, has prepared draft 
Regulations which would impose the 
unusual requirement of a minimum size 


—$500,000—for any common fund. 





new prospectus 


WALL STREET 
INVESTING 
CORPORATION 


May be Purchased 
at Net Asset 


Value 
Plus 1% 


Prospectus on Request 


ONE WALL STREET 
NEW YORK 5, N. Y. 
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INVESTMENT 
SHARES 


(Continued from page 230) 


for example, of the hazard of breach of 
trust via delegation than are the law- 
vers. The figures seem to say so. One 
suspects, however, that the trust officers’ 
worries are sometimes based more re- 
motely on fear of legal liability and 
more nearly on the customer-relations 
problem, i.e., upon the apprehension 
that John Trustor, having hired X Trust 
Company to run his trust, will not like 
to pay the Company for paying some- 
one else to do part of the work. even 
though in a given particular case, and 
quite without fault of the X Trust Com- 
pany. someone else could do a better 
job. 

The foregoing, of course, only parti- 
ally states the case. or perhaps over- 
states it, as other figures in the Survey 
indicate. Thus, on the question of re- 
taining or selling investment company 
shares received in the assets of an estate 
or trust, trust officers as a whole voted 
by,49'~ to 28‘ to hold; in small trust 
departments they favored holding by 
56‘, to 22‘., and in the medium-sized 
by 48. to 28%. But in the large de- 
partments they favored selling by 56‘. 
to 25‘. 


Powers in the Trust Instrument 


Results were quite similar upon con- 
sideration of actual practices as to pur- 
chases of investment company shares. 
Few, only one out of ten lawyers and 
trust officers, do buy investment com- 
pany shares without specific language in 
the trust instrument; four times as many 
lawyers and three times as many trust 
oflicers (38°: of all respondents) do so 
with specific language. Over five times 
as many medium as large trust institu- 
tions and over three times as many 
small as large trust institutions stated 
they did buy investment company shares 
without specific language in the instru- 
ment. 

Other 
are: 


interesting general findings 


54% of all respondents would hold in- 
vestment company shares when received in 
the assets of an estate or trust; only 21% 
would sell. 


of 347 trust officer respondents whose 
institutions do not operate a common trust 
fund 131, or 38%, said they might wish to 
do so, law permitting. Trust officers in 
large departments indicated they rarely 
hold investment company shares where 
they operate their own common trust fund. 


Aprit 1950 


—some respondents indicated that their 
consideration of investment company 
shares had first come as a result of having 
received them among estate and trust as- 
sets. , 
83% of lawyer respondents favor the 
use of common stocks for trust investment. 

Type of Fund 


Considering, in the light of the fore- 
going, the replies as to the type of in- 
vestment fund preferred, if fully author- 
ized, one is quite convinced that there 
is in medium-sized ‘and small trust in- 
stitutions a genuine interest in and need 
for a means to invest in a high-grade 
common stock fund. A narrow, overall 
favoritism among trust officers for a 
balanced fund gives way, on classifica- 


tion by size of trust department, to the: 


following quite different distribution: 


Common 
Trust Stock Balanced 
Institution Fund Fund 
Large 31% 42% 
Medium 60‘ « 32% 
Small 32% 59% 


To a practicing trust officer this seems 
to mean, (a) the large institution, with 
ample investment facilities and/or com- 
mon trust fund operating on a balanced 
basis, has fewer small-trust problems 
and prefers the balanced program; (b) 
the medium-sized institution, probably 
without a fund. and 
struggling desperately with the com- 
mon stock problem in its medium-sized 


common _ trust 


trusts, is quite willing to do its own 
bond investing: (c) the small institu- 
tion, often literally without investment 
facilities, devoutly wishes for someone 
else to do the whole job, and distrusts 
common stocks anyhow. 


Statutory Change Sponsored 


In spite of all the negative aspects 
commented upon, the net effect of a 
careful reading of the Survey is posi- 
tive, and suggests agreement with ihe 
general conclusions stated in the Re- 
port of Findings. One of the most sig- 
nificant discoveries on analysis of the 
tabulated replies is the extent to which 
the lawyers’ approach is more liberal 
than that of the trust officers. Of course, 
it is not usually the trust officers who 
bring suit, and they cannot be blamed 
if they are nervous when heading down 
a new path, especially in the absence of 
any very noticeable judicial or statutory 
trail-blazing. Even among the lawyers 
in prudent man states there were some 
who doubted that that famous rule. 
without clarifying language, would ade- 
quately shelter a trustee running from 
a thunderstorm of delegation charges. 


FULLY 
ADMINISTERED 
SHARES 


A Balanced Fund 


* 


GENERAL BOND 
SHARES 


A Good-Grade 
Diversified Bond Fund 


* 


INSTITUTIONAL 
BOND SHARES 


A High-Grade Bond Fund 
* 


ALL THREE ARE 
CLASSES OF 


GROUP SECURITIES, INC. 


Incorporated 1933 


For Prospectus and other 
information on Group 
Securities, write to your 
investment dealer or 


DISTRIBUTORS GROUP, 


INC. 
63 Wall Street, 
New York 5, N. Y. 
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new prospectus 
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MUTUAL FUND INC. 
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THE JOHNSTON MUTUAL FUND INC. 
247 PARK AVENUE 
NEW YORK 17, N. Y. 
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This view appears to be shared by a 
group of the most influential investment 
companies, including both open-end 
and closed-end funds, who have cur- 
rently undertaken to sponsor an amend- 
ment to the prudent man rule (in all 
the states having prudent man statutes) 
which would make it plain that invest- 
ment company or investment trust se- 
curities are to be regarded as eligible 
securities within the meaning of the 
rule. The group had Mayo A. Shattuck 
prepare such an amendment to the 
Model Prudent Man Statute. of which 
he was the original draftsman. Includ- 
ing appendices and a personable and 
thoroughly footnoted commentary by 
Mr. Shattuck, the recently released 
pamphlet constitutes an informative re- 
view and forecast of this particular area 
of trust investment history and policy. 


Just as the discussion originating 
around the first proposal of the Model 
Prudent Man Statute itself broadened 
and deepened the current of thinking on 
the general problems of fiduciary in- 
vestment, it is likely that .the present 
enterprise of the investment companies, 
though directed to a particularized end. 
will make its own peculiar contribution 
to the stream. Since they focus atten- 
tion upon the necessity to give the trus- 
tee more rather than less investment 
choices, such intelligent and dignified 
presentations as this, and as the inquiry 
which Scudder. Stevens & Clark has 
carried through, are of real value to the 
trustee in his continuing struggle io 
know what his investment duty is from 





es 
THE LORD-ABBETT 


INVESTMENT COMPANIES 


day to day, and to find the means and 
tools with which to do it. 


“On the Merits” 


The trust officer knows there are cir- 
cumstances in which a particular form 
of investment should be favored, wheth- 
er or not it is the conventional choice. 
The merits of certain types of life in- 
surance, for example, have been well 
debated and the investment is in sev- 
eral jurisdictions quite admissible. The 
merits of the investment company share 
as an investment, per se, have also been 
well canvassed, and the growth of the 
industry itself is sufficient demonstration 
that there are many people, including 
is the desirable 


trustees. for whom it 


answer to certain kinds of problems. 

This, indeed, is the gist of the Survey 
of Fiduciaries conducted by Scudder, 
Stevens & Clark. This is the kind of testi- 
mony would like to 
court, that prudent men and _ prudent 
trustees do hold and do purchase invest- 
ment company shares, and that many 
more of the trustees would do so if the 
law would but look long enough in their 
direction to recognize in specific words 
what is already happening. 


A-A A 


one present in 


Trust Company Custodian for 
New Investment Fund 
Irving Trust Co. of New York has 
been appointed custodian of the assets 
of Natural Fund, Inc., as 
well as transfer and dividend disburs- 


Resources 


ing agent. 
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AFFILIATED FUND, INC. 
AMERICAN BUSINESS SHARES, INC. 


Prospectuses on request from 


your investment dealer or 


Lorpb, ABBETT & Co. 


63 Wall Street, New York 
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Should Trustees Try To 


Protect Purchasing | 
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President, Standish, Ayer & McKay, Inc., Boston, Mass. 


HE past two decades have brought 
{ jm economic and social transforma- 
tion of great significance, and the end 
of such changes cannot now be seen. 
These conditions present a special chal- 
lenge to investment managers whether 
they act as trustees, officers of financial 
institutions or just as private investors. 
One of the great problems is the one 
which is illustrated by the subject of 
the present discussion. There has indeed 
been a deterioration of investor purchas- 
ing power in recent years, a deteriora- 
tion which has fallen with particular 
force on the beneficiaries of most trust 
funds. We are all familiar with this 
three-way squeeze resulting from lower 
interest rates, higher taxes and higher 
living costs. 

These developments can be illustrated 
by rough figures showing the effective 
current buying power generated by a 
$100,000 trust fund invested exclusive- 
ly in high-grade corporate bonds. In the 
following table. 1929, 1939 and 1949 
are taken as separate sample years and 
it is assumed that the beneficiary is a 
Massachusetts resident. single, without 
dependents and with no other source of 


income. 
1929 1939 1949 

Principal $100,000 $100,000 $100,000 
Over-all yield 4.92% 3.28% 2.77% 
Income $4,920 $3,280 $2,770 
Income after 

taxes 4,613 3.012 2,253 
Income in 1929 

dollars 4,613 3,720 1.630 
Somiatt na: 


Portfolio invested wholly in corporate bonds— 
50% in Moody’s Aaa, 25% in Aa and 25% in A. 

U. S. Department of Labor Consumers’ Price In- 
dex is used to reduce disposable income to 1929 
dollars. 


This unfortunate drop in purchasing 
power has of course been due to several 
developments. However, these causes 
may be listed or weighed it seems ex- 
tremely doubtful that we can expect to 
see an important reversal of these trends 
over the years immediately ahead. 


Excerpts from address before National Federa- 
tion of Financial: Analysts Societies, New York 
City, March 2, 1950. 
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Trustee Turns to Stocks 


If these assumptions about the cur- 
rent situation are correct, we then come 
to the question: What can the investor, 
or more particularly the trustee. do 
about it? First, it will probably be 
agreed that bonds have not been and 
are unlikely to be a hedge against a 
depreciated dollar. For the purpose of 
this discussion it may be assumed that 
the average trustee will turn to stocks. 
No one can say that stocks in the aggre- 
gate have proved to have been a perfect 
hedge in protecting purchasing power 
against recent developments, but to date 
carefully selected stocks have provided 
some protection in terms of both prin- 
cipal value and income. 

Since stocks have been and seem like- 
ly to be the most practical investment 
medium which trustees can use in pro- 
tecting purchasing power, we still have 
two remaining questions: (1) To what 
extent can stocks be used? and (2) To 
what extent should they be used for the 
average conservative trust fund? 


The Use of Stocks 


In answering the first question every 
trustee must consider various restric- 
tions, the most important being the 
laws and practices in the state having 
jurisdiction, and. the limitations, if any, 
imposed by the trust indenture under 
which he operates. So much has been 
written and said about the “Prudent- 
Man Rule” which has operated in Mass- 
achusetts that it seems unnecessary to 
describe the regulations as they apply 
in that state. It may suffice to say that 
in Massachusetts it is common practice 
to invest as much as 40% to 50% of 
the average trust fund in common 
stocks. and I know of trustees, both pri- 
vate and corporate, who do not hesi- 
tate to go to 60% in stocks when it 
seems desirable to do so. The arguments 
for such policies have been rather fully 
set forth by such contemporary spokes- 
men as Mr. Mayo A. Shattuck and Mr. 
Richard P. Chapman. 


Operating under such rules it has 
been possible, although not usual, to do 
a remarkably complete job in hedging 
against depreciation of the dollar. | am 
familiar with one group of trusts where 
the principal value today is over 400% 
of the amount paid in by the grantor in 
1934. These funds were set up at that 
time as part of an individual family in- 
vestment and estate planning program. 
The trustees were given extraordinarily 
broad powers in the origina! indenture, 
and the exculpatory clauses designed to 
give protection to the trustees were 
unusually strong. The operation of the 
trusts has involved occasional borrow- 
ing and partial accumulation of income, 
all as provided in the indenture. The re- 
sults, which are based partly on good 
fortune as well as investment skill. 
should not, I am sure, be taken as a 
criterion. 


Action for Prudent Trustee 


From my own experience I should 
like to give a better illustration of what 
I think the prudent trustee, 1950 model, 
can do and possibly should expect to 
do, assuming that his state laws and his 
trust indenture give him reasonable 
freedom of action. 


The example is a substantial family 
trust fund which has been in operation 
for nearly 40 years. My own associa- 
tion with the fund, first as an invest- 
ment advisor and more recently as co- 
trustee, extends over a period of 16 
years. In practically all respects it is a 
conventional trust which has been op- 
erated in a conservative manner, at 
least as judged by Massachusetts stand- 
ards. All income has been paid out and 
there have been no additions to princi- 
pal, so that the figures on market value 
are directly comparable from year to 
year. Appraisals have been made semi- 
annually in April and October, the most 
recent one being that made on Oct. 1, 
1949, The result at that time provided 
an opportunity to make some interest- 


(Please turn to page 258) 
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Reference should be made to the introduc- Under | 

tory article in the July issue, outlining pur- Present 12/31/35—| ————_te———-| 12/30/39 ___| —_——_to——_] 3 

poses of publication and considerations in Mgmt. | Principal Inc. Principal Inc. 

interpreting the figures. — Editor's Note. Since | Principal High Low Prin. % Low High Pring % 
BALANCED FUNDS 

American Business Shares a . 1939 — — oo 100.0 --- 65.9 170.1 131.29 4.17 

Axe-Houghton Fund — eis 1938 — — — 100.0 — 71.4 189.3 

Axe-Houghton “B” SEE ee nt 1938 — — — 100.0 — 83.1 213.7 

Boston Fund - pe eto ed 1932 103.1 171.9 72.6 100.0 3.46 60.2 164.8 

Commonwealth “Investment pode See AER CERD me 1932 106.3 168.4 64.4 100.0 3.05 73.5 199.2 

Eaton & Howard Balanced 1932 114.5 134.7 80.0 100.0 4.27 73.6 153.6 

Fully Administered Shares (Group Securities) 1938 — — — 100.0 — 69.4 156.6 

General Investors Trust Soman . 1932 110.0 152.7 71.4 100.0 4.20 65.2 134.7 

Investors Mutual _ nee Bi Sh aR 1940 _ — — — — 73.5 151.7 

Johnston Mutual Fund eal <i 1947 — pave = mas atti = ek 

Nation-wide Securities** — .. ....-..... 1932 102.6 174.6 70.3 100.0 2.32 59.6 133.2 

Nesbett Fund _ ie thoes 1947 _— — — — — — 

George Putnam Fund _ - , 1938 — a _- 100.0 2.76 69.2 130.6 

Mutual Fund of Boston**** os 1944 — — —_— — — — 155.0 

Scudder Stevens & Clark _._- ie o 1928 97.4 119.2 75.7 100.0 3.25 80.9 147.7 

Wellington Fund _. : 1928 105.2 143.4 69.5 100.0 2.41 75.0 154.1 

Whitehall Fund . 1947 —- — — — — — - 

Wisconsin Investment*** 1939* — — — 100.0 — 65.1 219.4 
AVERAGE: BALANCED FUNDS — 105.6 152.1 72.0 — 3.22 70.8 161.0 ; 
STOCK FUNDS 

Affiliated Fund*** 1939 — — — 100.0 — 50.2 224.9 154 35.01 

Broad Street Investing Corp. . AT ah Os ae 1932 109.9 156.6 76.6 100.0 3.60 60.1 193.8 4.49 

ate NR SE ST EE a 9 1932 109.8 168.8 69.6 100.0 1.77 61.0 171.2 3.30 

Delaware Fund 1937 --- — — 100.0 — 76.1 172.3 2.97 

Diversified Investment Fund (N. Y. Stocks) *** 1944 —_ ni oo — ini _— 150.3 6.16 

Dividend Shares le ke ENE Ce Pane 1932 109.0 163.2 70.7 100.0 1.88 62.1 151.6 3,65 

Eaton & Howard Stock at : ieee 1931 107.1 147.0 Th.4 100.0 3.86 62.7 154.8 348 

Fidelity Fund _. 1943 — — — — — — 177.5 4.25 

First Mutual Trust Fund _ ie ; 1937 —- — — 100.0 3.15 59.2 127.2 3.47 

Fundamental Investors _.. ao 1932 105.2 146.0 67.4 100.0 2.98 64.8 206.5 3.60 

Incorporated Investors _. 1925 103.6 165.2 80.2 100.0 2.58 63.9 219.3 497 

Institutional Shares (Stock & Bond Group) = 1944 — — — — — 174.4 3,72 

[Investment Co. of America _- : 1939* — — — 100.0 — 69.0 192.2 4.20 

Investors Management Fund 1931 107.7 161.3 66.8 100.0 4.27 67.7 179.1 3.88 

Knickerbocker Fund ; 1938 — — — 100.0 — 59.8 126.2 4.01 

Loomis-Sayles Mutual Fund§ - 1929 72.4 131.7 87.7 100.0 2.54 74.2 188.6 3.66 

Loomis-Sayles Second Fund§ 1934 88.3 131.2 92.7 100.0 2.74 71.3 184.5 3,71 

Massachusetts Investors Trust 1924 110.7 147.5 72.8 100.0 3.88 59.7 151.1 4.89 

Massachusetts Investors 2nd Fund 1934 114.2 157.0 70.3 100.0 3.31 57.4 171.3 3.51 

Mutual Investment Fund 1926 129.7 173.4 75.5 100.0 4.31 56.1 163.5 3.71 | 

National Investors 1937* = _- 65.9 100.0 3.10 60.7 220.3 3.80 

National Securities — Income*** 1940 — — — — — 66.0 135.1 6.53 

New England Fund 1931 | 117.4 159.1 70.8 100.0 2.85 61.4 184.4 3.81 

Selected American Shares 1933 | 123.8 178.1 80.4 100.0 3.30 60.9 172.2 4 3.59 

Sovereign Investors . 1936 — 166.6 68.6 100.0 1.78 62.5 128.4 2.97 

State Street Investment Corp. 1924 92.8 155.2 74.0 100.0 3.75 60.7 178.3 9 2.95 

Wall Street Investing Corp. 1946 —— _—_ = — ca eee ans 143.93.16 
AVERAGE: STOCK FUNDS ___. _ 106.8 156.7 Th4 100.0 3.09 63.4 171.0 133.9 3.74 
90 STOCK INDEX (Standard & Poor’s) -—— 106.7 148.3 67.5 99.2 -= 59.3 152.9 1197 — 
CONSUMERS PRICE INDEX (B.L.S.) —.. — — — i 99.6 — 99.6 174.5 1664 — 

















CALCULATION OF INDEX NUMBERS AND INCOME PERCENTAGES FOR MUTUAL FUNDS 
PRINCIPAL INDEX NUMBER indicates the change between the offering price on Dec. 30, 1939 and subsequent bid price plus all 
distributions from capital gains and other capital sources. 

COL. 1, 2 and 3 represent the figure obtained by dividing the offering prices at the stated dates less capital distributions through 
1939 by the 1939 base offering price. 

COL. 4, offering price on Dec. 30, 1939, is base index number of 100 for all companies. 

COL. 6, 7, 8, 10, 12, 14, 15, and 16 are arrived at in the following manner: To the bid prices at the respective dates indicated are added 
all capital distributions to such date and the resultant sum is divided by the 1939 base offering price. 

COL. 19 represents the current month-end bid (col. 16 less all capital distributions) divided by the 1939 base offering price. 
INCOME PERCENTAGE includes only those dividends paid by the companies out of income earned from dividends and interest 
on their portfolio securities (excluding all capital distributions) . 

COL. 5, 9, 11, 13 and 17 represent a figure obtained by dividing such dividends accruing over the annual period ending with the stated 
dates by the average of the twelve month-end offering prices ending on the corresponding dates. 

COL. 20 is a five year average figure which includes the percentage returns in columns 9, 11 and 17 as well as those for the two 
preceding annual periods. 
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X QUEJUTUAL INVESTMENT COMPANIES 


4 4.89 
Mf 3.51 
4 3.71 
¥ 3.80 
3 6.53 
116.7 3.81 
131.4 3.59 
103.9 2.97 
153.9 2.95 
143.9 3.16 


~ 1334 3.74 
197 — 
1664 — 
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10 11 12 13 14 15 
3/31/49 2/28/50. Last 24 mos. 
Inc. | Inc. Principal 


Prin. % Prin. % Low High 





128.7 4.10 135.5 4.72 120.7 = 138.7 
136.8 4.70 155.6 4.40 122.6 160.2 
164.5 3.41 180.2 4.15 152.0 184.9 
129.8 4.72 | 145.7 3.84 123.5 4147.8 
162.2 3.82 176.4 4.14 151.7 =: 181.5 
133.5 3.87 152.5 4.01 128.0 $153.9 
122.6 4.17 129.8 4.33 114.4 139.9 
103.8 5.13 112.0 5.52 94.4 119.4 
126.3 4.23 139.3 4.53 121.1 $141.4 
134.0 4.28 144.4 4.56 127.8 151.9 
112.9 4.50 124.2 4.68 108.6 124.3 
125.6 3.92 132.1 4.67 114.0 143.1 
109.8 3.78 122.8 4.18 104.6 $124.3 
126.2 3.73 139.6 3.77 122.4 $141.2 
123.2 3.94 135.7 4.00 117.0 $136.6 
132.6 3.54 | 144.6 4.15 128.5 $146.2 
139.2 4.20 | 157.6 4.25 134.5 $159.8 
175.9 1.98 193.3 3.71 167.1 +195.6 





130.1 4.12 142.8 4.85 | 122.7 146.8 


150.7 5.57 164.2 7.00 138.2 169.6 
136.8 4.87 154.8 5.34 128.2 $157.4 
124.6 4.49 145.3 4.99 112.5 $148.7 
137.2 3.66 | 145.8 3.59 127.5 149.9 
106.8 6.22 118.2 5.53 99.4 122.7 
120.9 3.95 136.8 4.68 112.1 4139.0 
137.3 3.75 163.9 3.97 130.7 $165.5 
139.3 5.96 167.1 4.93 128.8 $169.5 

84.5 4.61 90.8 5.28 79.1 95.9 
158.8 4.63 184.4 4.52 145.8 $187.5 
146.1 5.75 165.0 5.96 132.9 175.7 
122.4 4.47 | 182.2 5.09 109.0 145.2 
147.6 4.19 | 157.5 4.23 136.9 166.9 
142.8 4.95 165.0 5.00 132.3 $168.8 





92.1 4.99 | 98.7 4.17 83.0 107.0 
150.2 3.15 164.4 2.65 143.3 $168.4 


145.3 3.45 162.8 3.00 140.4 $167.4 
113.0 5.10 131.1 5.14 105.0 $134.9 
124.2 4.15 | 189.1 4.23 113.0 4143.8 
118.1 3.37 | 1835.0 3.79 112.5 $136.9 
147.1 4.35 | 176.8 4.30 137.5 $179.4 





86.7 632 | 93.1 6.08 78.9 99.8 
112.9 3.85 | 125.8 4.63 104.2 $128.7 
122.5 4.77 | 185.2 5.19 113.8 144.2 

96.1 4.72 103.9 5.70 89.0 110.6 
151.7 3.69 179.7 3.63 147.3 $183.4 
142.9 3.45 | 161.6 3.75 132.1 $167.3 
129.8 4.35 146.8 4.49 120.7 151.8 
119.6 = 136.7 me 107.6 $139.9 
169.5 _— 166.5 ons 166.5 174.5 































































































16 17 18 19 20 
Last 12 mo. Div. % 
3/31/50 ance 3/31/50 5-Yr. Avg. 
Invest. Cap. Prin. Less Cum. Investment 
Principal Inc. Distr. | Cap. Distr. (Bid) Income % 
135.5 4.70 —“ 107.1 3.65 - 
158.0 4.34 84 133.9 3.63 
181.7 4.12 2.69 145.0 3.10 
146.0 3.80 1.33 125.4 3.69 
$175.2 4.15 85 +150.4 3.088 
4151.3 4.18 _- +143.0 3.54 
130.1 4.30 =) 108.9 3.20 
$110.5 5.49 1.18 | + 94.4 4.91 
4138.3 4.49 59 | +117.0 3.74 e 
4143.3 4.54 24 | 4141.9 mar 
$123.0 4.64 22 | +102.6 | 3.77 
132.5 4.65 | 131.1 a al 
$121.8 4.20 .80 +105.9 3.45 
+137.8 3.81 a 4132.8 ante 
+135.0 3.97 87 4122.3 3.48 
+143.2 4.12 1.16 | +115.1 3.11 
$156.7 4,22 15 | $154.3 cath 
192.1 3.68 2.32 143.4 2.22 
142.3 4.34 91 121.7 — 
153.7 | 6.94 — | 107.9 4,22 
4153.3 5.39 ~— +129.0 4.25 
146.3 4.91 37 126.1 3.53 
$145.1 4.33 3.14 + 79.5 2.80 
117.9 | 5.48 ie 111.4 5.56 e 
136.0 4.65 1.04 115.4 3.56 
+162.0 4.19 2.72 | +143.4 3.30 
165.9 | 4.85 56 4147.2 4.15 e 
+ 89.8 | 4.88 oot + 68.6 3.39 
+183.8 | 4.52 60 | +159.0 3.25 
+165.8 | 5.88 a $132.2 4.43 
130.4 | 5.07 2.72 106.6 ace 
$157.2 | 4.08 3.55 $114.9 3.50 
+164.4 5.07 1.56 | +135.6 3.59 
98.9 | 4.15 3.17 | 66.4 3.48 
+166.0 | 2.63 3.98 | 4117.4 2.79 
$164.6 | 2.98 5.00 | 134.0 2.99 
$131.0 5.11 at $125.7 4.46 
141.8 | 4.17 _ 118.3 3.58 
135.0 3.75 1.83 127.0 3.17 
$175.1 4.22 1.37 4148.6 3.38 
92.1 6.05 .90 81.6 5.86 e 
126.6 4.58 57 114.7 3.72 
$134.9 5.23 anal $111.7 3.71 
+103.0 5.02 1.41 + 79.7 3.22 
$179.7 3.58 5.04 $134.2 3.00 
4162.7 3.91 donk $162.7 a 
146.6 | 4.46 2.27 118.9 3.51 
137.3 ‘abe sua abe _ 











CAPITAL GAIN DISTRIBUTION column (18) represents the percentage of distribution, if any, from capital gains or any other 


sources, for the current annual period. 


COMPANIES ORGANIZED AFTER 1939 are given an initial index number on the date they commence business equal to the aver- 
age of all those stock or balanced funds in existence at the time. 


¢ Principal index begins after 1939 base date. 


§ Current month’s bid quoted at asset value; previous- 


ly at 2% discount. 
+ Ex-dividend current month. 
{ Two-year high current month. 
* Date commenced operation as Mutual Company. 
** Became Balanced Fund in 1945. 
Source: Direct from Companies. 















***Not included in balanced or stock average: 
Wisconsin Investment Co. balanced fund for too short a_ period. 
Affiliated Fund has leverage due to borrowed capital. 
Diversified Investment & National Income are partially invested in 
high income bonds and preferred stocks. 
Column 19 for funds organized since 1946. 


****Name changed from Russell Berg Fund. 
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ing comparisons on the longer-term per- 
formance of the fund. 


Net Gain of 24.3% 


We found, for example, that the gen- 
eral market as measured by either the 
Dow-Jones or the Standard Statistics 
industrial averages was at almost ex- 
actly the same point which prevailed 
when a semi-annual appraisal was made 
in April, 1937, 1214 years earlier. For 
this period, however, the fund in ques- 
tion Showed a net gain in principal 
value of 24.3‘7. Income comparisons 
indicate that total income received in 
the calendar year 1949 was only 8% 
greater than for the year 1937. The 
fixed income part of the fund had been 
invested primarily in state and muni- 
cipal bonds, a group which had shown 
a sharp reduction in yield during the 
12-year period. This decline was some- 
what more than offset, however, by the 
larger dividends from common stocks. 
Obviously the beneficiaries had been 
protected to some small extent from 
the depreciation in the dollar since 
1937. The trustees have not regarded 
these results as remarkable, but it has 
been of some satisfaction to find that 
for this period the overall record of the 
fund was superior to that of most lead- 





ing investment companies in spite of the 
fact that these companies had carried a 
very much heavier position in common 
stocks. 


The principles which have been used 
in the management of these funds are 
those which are presumably accepted 
today by most experienced managers of 
conservative funds. There was, first of 
all, an emphasis on the balanced fund 
approach, It was considered just a mat- 
ter of good sense to have a balance be- 
tween equities and fixed income securi- 
ties, and to sell stocks on balance when 
market prices appeared to be relatively 
high so that equity purchases could be 
made when better values were available. 
The percentage in common stocks, taken 
on appraisal dates, never ran above 
55° or below 38%. Thus, while timing 
and price levels were regarded as im- 
portant considerations, shifting from 
bonds to stocks or the reverse was never 
carried to extremes. Selection of securi- 
ties was considered of at least equal im- 
portance and a study of individual hold- 
ings shows that a majority of the largest 
stock investments turned in a _better- 
than-average performance. Having seen 
these methods successful in practice, I 
am naturally prejudiced in their favor. 





In fact, I know of no sounder procedure 
now available to either the trustee or 
the private investor. 


Chronically Unbalanced Budget 


In discussing general policies over 
recent months there has been a feeling 
among these trustees that the inflation- 
ary trend in the country, or at least the 
trend toward an unbalanced budget, has 
become chronic. Some allowance is be- 
ing given to this fact. The position in 
common stocks which is now regarded 
as normal, is possibly 5 to 10 percentage 
points higher than it would have been 
otherwise. This is a practical way of 
saying that stocks may be useful as a 
hedge and within limits trustees should 
give some weight to current inflationary 
trends. I find that similar opinions are 
not uncommon among Boston trustees. 


At this point someone may ask, and 
not illogically “If a moderate increase 
in stocks is good as an inflation hedge 
why shouldn’t a very large increase be 
better?” It could prove to be. I would 
personally argue against a_ radical 
change in this direction for several rea- 
sons which | regard as important. 

In the first place, it can hardly he 
denied that a substantially larger com- 
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For expert care of estate and trust matters requir- 
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mon stock position as compared with 
high-grade bonds does increase risk. 
This statement applies to both stability 
of current income and safety of prin- 
cipal—and for trustees with their spe- 
cial responsibilities this is an important 
consideration. 

Second, it is not clear that stocks are 
at all foolproof as inflation hedges. 
Over a period the value of a stock is 
determined by the ability of the com- 
pany to show earnings and pay divi- 
dends. 


Estimate Depends on Rules 


It is this ability which will count 
rather than any theoretical estimates 
about the cost of replacing the com- 
pany’s physical assets. And earnings can 
be estimated intelligently only if one 
knows what the rules of the game are 
going to be. Government regulations, 
taxes, competition and labor costs all 
enter into the equation. Those who are 
convinced that stocks are a real infla- 
tion hedge might do well to study the 
situation in Great Britain where the 
cost of a “welfare state” and the prac- 
tices of a labor government have been 
demonstrated. Since the end of the war 
in August, 1945, there has been a 
sharp devaluation in the British pound 


and an increase of over 40% in the 
wholesale price level, but industrial 
stock prices have actually decreased in 
value by about 10‘;—and this at a 
time of full employment. 

Finally, we must ask ourselves some 
rather fundamental questions about 
what the functions of a trustee should 
be. Mr. Louis S. Headley, President of 
the First Trust Company of St. Paul. 
has argued with considerable force and 
eloquence that the primary and by far 
the most important duty of the trustee 
is to conserve dollar values rather than 
increase principal or income by adopt- 
ing aggressive and possibly risky man- 
agement policies. There is much to be 
said for this viewpoint even if we do not 
accept it unconditionally. It should be 
clear to all of us that if trustees as a 
group do accept unusual risks and 
through inexperience, poor judgment or 
bad fortune do lose principal which has 
heen entrusted to them, the repercus- 
sions will be most serious and unfortu- 
nate, not only for trusteeship as an in- 
stitution, but for the capitalistic system 
as a whole. 

From these comments it is clear 
the kind of answer I would give to the 
question which was posed at the outset. 
The developments which have been men- 
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tioned present a challenge which will 
call for imagination, careful study and 
hard work. A trustee should try within 
limits to preserve or protect purchasing 
power. In meeting this difficult chal- 
lenge, however, he should not forget his 
primary duty te conserve the funds 
which have been entrusted to him, and 
unless there are new and convincing 
reasons to do so he should not abandon 
what most present-day investment man- 
agers would regard as orthodox policies. 


& & & 


New York Gets 
Prudent Man Rule 


The New York State Legislature has 
enacted a law permitting trustees to in- 
vest up to 35% of individual trust funds 
under the so-called prudent man rule. 
This departure from the strict legal-list 
category is the result of studies by a 
committee of the local Trust Division. 
Next month Trusts AND EstTaTEs will 
publish an article on the changes. by 
the committee’s chairman, Bascom H. 
Torrance, vice president of City Bank 
Farmers Trust Co. 


The bill, signed by Governor Dewey 
on April 5, is Chapter 464, Laws of 
1950. 
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“Court Is In Session,” the popular 
weekly television program sponsored by 
The Pennsylvania Company for Bank- 
ing and Trusts, Philadelphia, has been 
characterized by former U. S. Supreme 
Court Justice Owen J. Roberts as a 
“cause so worthy,” in the foreword 
of a newly published book carrying the 
same title as the video program. The 
hook, prepared for use of schools and 
churches, is made up of the scripts of 


the telecast program which presents 
court trials in singularly _ realistic 
fashion. 


The program is televised directly from 
Philadelphia’s City Hall, as a public ser- 
vice series conceived to acquaint the 
people with the actual way in which 
trials are presented, and reveals how 
the judicial system operates, as Justice 
Roberts observes, “as an assurance of 
fair and equal justice to everyone, whe- 
ther high or humble.” 

Wide interest has attached to the un- 
usual programs which are based large- 
ly on court records upon which cases 
are “tried” before jurists and groups of 
attorneys who are not actors playing 
parts, but are, in fact, judges and 
lawyers. The court records are altered 
only enough to emphasize interesting 
legal points, and true trial procedure is 
followed. Neither the presiding judge 
nor defending and prosecuting attorneys 
have advance notice of what the others 
will say or how the cases will be pre- 
sented. Professional actors play the roles 
of ‘defendants and witnesses who have 
been thoroughly briefed on facts but 


Telecast from City Hall in Philadelphia, The Pennsylvania Company for Banking and 
Trusts’ program, “Court Is In Session,” is a faithful reproduction of real-life trial procedure. 


TRUST VIDEO SHOW NOW A BOOK 


have not been given verbatum lines to 


deliver. The way in which attorneys 
handle defense or prosecution is left 
to their own decision. The leading jur- 
ists and attorneys of the city have 
pledged to donate their services, in re- 
turn for which the fee that would or- 
dinarily be paid is turned over to chari- 
ties designated by the participating 
judges, 

The jury is composed of citizens of 
Philadelphia and it returns its verdict 
on the basis of evidence presented. Be- 
cause of time limitations, a single ballot 
is taken and the jury findings are based 
on a majority vote. 

Regular “commercials” cover the 
bank and trust company’s various ser- 
vices. A trust department commercial 
shows a trust officer talking with a 
widow whose account the company han- 
dles. Emphasis is laid on the personal 
nature of trust administration, but it 
discloses that the trust officer is highly 
expert and is backed up by groups of 
specialists who keep him informed on 
various phases of the trust operation. 


A A A 


TV Brings Returns 
at Modest Cost 

Using an interview type of weekly 
television show, the Corn Exchange 
National Bank & Trust Co., of Phila- 
delphia, has kept costs at a minimum 
while securing tangible evidence of 
viewer-interest. 
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SALES VOLUME UP, PRICES DOWN- 
Expansion Program Proves Itself... The 1949 Record of 


STAN DARD | L [INDIANA] 


1. In 1949 the Standard Oil Company (Indiana) and its sub- 
sidiaries reaped the benefits of the extensive modernization 
and expansion program that has been the primary objective 
of our post-war program. New refining units operated at 
high efficiency, transportation costs were reduced because of 
expanded pipeline systems, and increased sales of natural gas 
and natural-gas liquids were made possible by new facilities. 
These factors helped Standard Oil to hold its earnings at a 
high level despite lowered prices and a sharp reduction in 
the quantity of crude oil production permitted in most states. 


2. Sales in 1949 totalled $1,125,411,841, compared with 
$1,205,957,775 in 1948. The volume of product sales in- 
creased 3% in 1949 over 1948, and the decrease in dollar 
sales was due to reduced volume of crude oil sales and lower 
product prices. 

3. Net earnings for 1949 were $102,668,228, second highest 
in our history and equal to $6.72 per share. These earnings 
were 9.77% of average book value. The 1948 earnings were 
$140,079,286 ($9.16 per share) and 1947 earnings were 
$94,880,715 ($6.21 per share). ~ 

4. Net crude oil production in 1949 averaged 184,967 bar- 
rels a day, a decrease of 16% from the record high levels of 
1948. This resulted from cuts in the production permitted 
in some states. The reduction in allowables was due largely 


CONSOLIDATED STATEMENT OF INCOME AND EXPENSES 
And Summary of Earnings Retained and Invested in the Business 
for the Years 1949 and 1948 

1949 1948 
Sales and operating revenues $1,158,124,773 $1,236,957,533 
Dividends, interest, and other income ___ 12,158,388 | 8,828,558 
.$1,170,283,161 $1,245,786,091 





Total income ...... 





DEDUCT: 

Materials used, salaries and wages, 
operating and general expenses 
other than those shown below $ 913,812.614 

Depreciation, depletion, and amorti- 
zation of properties 

Depreciation. . : 
Depletion, amortization of drill- 
ing and development costs, 
and loss on retirements and 
abandonments : 


Federal and state income taxes 
Other taxes (exclusive of taxes 
amounting to $168,022,672 in 1949 
and $155,853,420 in 1948 collected 
from customers for government 
agencies) 
Interest paid : ; ie 
Minority stockholders’ interest in net 
earnings of subsidiaries a 933,445 _ ; 
Total deductions. ..... $1,067,614,933 $1,105,706,805 


$ 102,668,228 $ 140,079,286 


955,481,976 


43,922,623 36,353,710 


34,540,641 
42,311,000 


36,600,611 
31,976,000 


27,990,567 


4,489,264 


30,566,355 
6,803,285 


4,539,647 





Net earnings 


Dividends paid by Standard Oil Com- 
pany (Indiana) 
Regular and extra dividends paid 
wholly in cash—$2 per share in 
1949 and $2.125 in 1948.......$ 


Extra dividends paid in capital 
stock of Standard Oil Company 
(New Jersey )— 127,249 shares in 
1949 and 127,583 shares in 1948 
at average carrying value—to- 
gether with equalizing cash 
payments in lieu of fractional 
shares. Market values on dates 
of distribution were equivalent 
to $0.6865 in 1949 and $0.7534 
in 1948 per share on Standard 
Oil Company (Indiana) stock .. 


Total dividends paid... .$ 
Balance of earnings retained $ 


Earnings retained and invested in 
the business at beginning of year 


Earnings retained and invested in the 
business at end of year $ 587,188,467* $ 522,566,195 





30,569,564 32,480,351 


7,961,059 
40,441,410 
99,637,876 


7,476,392 
38,045,956 
64,622,272 








522,566,195 422,928,319 








*Including $197,000,000 restricted by terms of debenture and bank- 
loan agreements of subsidiary companies and about $22,800,000 of 
earnings of pipeline subsidiaries segregated under provisions of Con- 
sent Decree in Elkins Act suit. 
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to more imports. With production curtailed, it was neces- 
sary for us to purchase a larger percentage of our crude-oil 
requirements than in recent years, but we had the ability to 
produce more crude than ever before. 


5. Capital expenditures in 1949 were $135,000,000, down 

sharply from the $252,000,000 required in 1948. This reflects 

the passing of the need for rapid expansion. Capital ex- 

rae yan in 1950 are expected to continue close to the 
evel. 


6. Employees at the end of 1949 numbered 46,736. Total 
wages and benefits averaged $4,600 per employee in 1949. 
Back of each employee there is an average capital invest- 
ment of $30,100. 


7. The company was owned by 96,808 stockholders on De- 
cember 31, 1949. No institutional stockholder owned so 
much as 5% of the stock and no individual owned so much 
as 1%. 1949 was the 56th consecutive year in which divi- 
dends have been paid. Through the years the equity of 
stockholders has been increased steadily by plowing back a 
substantial proportion of earnings. 


8. Standard Oil and its subsidiaries sell petroleum products 
in 40 states. In the 15 North Central states, containing 
more than \ of the nation’s population, the company is the 
largest refiner and marketer of petroleum products. 


THE STORY IN FIGURES 


1949 1948 1947 


FINANCIAL 
Total income .. 
Net earnings. . 
Dividends paid—in- 
cluding, in 1949 and 
1948, dividends in 
capital stock of 
Standard Oil Com- 
pany (New Jersey) 
at average carrying 
RR ast Se 
Earnings retained in 
the business .. ... 64,622,272 99,637,876 64,310,466 
Net earnings per share $6.72 $9.16 $6.21 
Dividends paid per 
SN Io areca ins ote $2.687* $2.878* $2.00 
*Including $0.687 and $0.753 as the market values on Dec. 12, 1949, 
and Sept. 10, 1948, respectively, of the dividends in capital stock 
of Standard Oil Company (New Jersey). 
Capital expenditures.$ 135,000,000 $ 252,000,000 $220,000,000 
Net worth, at the year 
1,083,343,199 
Book value per share, 
at the yearend ... 
PRODUCTION 
Crude oil and natural- 
gas liquids pro- 
duced, net, barrels. 
Oil wells owned, net, 
at the year end.... 8,440 8,241 7,772 
Gas wells owned, net, 
at the year end.... 807 738 579 
MANUFACTURING 
Crude oil run at refin- 
eries, barrels 
Crude-running capac- 
ity, at year end, 
barrels per day.... 
MARKETING 
Total sales in dollars.$1,125,411,841 $1,205,957,775 $886,290,397 
Bulk plants operated, 
at the year end.... 4,511 4,490 4,515 
Retail outlets served, 
at the year end.... 30,278 
TRANSPORTATION 
Pipelines owned, at 
the year end, miles. 
Pipeline traffic, mil- 
ion barrel miles. . . 
Tanker and barge 
traffic, million bar- 


...-$1,170,283,161 $1,245,786,091 $922,810,305 
102,668,228 140,079,286 94,880,715 


38,045,956 40,441,410 30,570,249 


1,018,721,446 924,870,060 


$70.88 $66.65 $60.51 


71,102,587 84,106,429 73,190,806 


150,048,716 156,206,614 134,663,854 


472,270 465,275 403,400 


30,871 29,612 


15,403 15,267 14,114 


117,069 116,756 96,678 


87,483 58,513 
PEOPLE 
Stockholders, at the 
year end e 
Employees, at the 
year end 


96,808 97,073 


48,692 


97,495 


46,736 45,967 
. .- Copies of the 1949 Annual Report available on request 

as long as the supply lasts. Write Standard Oil Company, 
910 S. Michigan Avenue, Chicago 80, Illinois. 











HE writer was priviledged to hear Gilbert T. Stephenson 

deliver this address and, as he listened, he wished that 
his message might be heard and taken to heart by every 
attorney, accountant, trustman, life underwriter and pro- 
fessional estate planner. Mr. Stephenson has graciously 
granted this column permission to publish it. The remain- 
ing sections will follow in the May and June issues. 


ESTATE ANALYSIS 


in ACTION 


HEMAN T. POWERS 


Powers System of Estate Analysis, Cleveland 


Collaboration in the accomplishment of a common ob. 
jective is a “state of mind” expressed by positive action. 
Gilbert Stephenson points the way, already proved out, to 
a better understanding among the different groups who, 
in connection with their normal activities, assist the estate 
owner in planning the transfer of his wealth. His suggestions 
merit serious consideration. 


CONSOLIDATING OUR GAINS 


GILBERT T. STEPHENSON 


Director, Trust Research Department, The Graduate School of Banking, 


URING World War II the phrase 

consolidate gains came into com- 
mon usage. Whenever advances were 
being made simultaneously on several 
fronts by different armies or different 
branches of the service, the time came 
when it was deemed advisable to pause 
long enough to take stock, to consoli- 
date gains already made, and. if need 
be, to rearrange or reorganize the forces 
before advancing farther. 


During the past 30 years, trustmen, 
lawyers, life insurance men, and, lat- 
terly, accountants, tax men, and estate 
planning specialists have been advanc- 
ing in the adjustment of their relation- 
ships with one another. May not the 
time be near or already at hand when 
these groups should pause long enough 
to take stock, to assess and consolidate 
their gains, and to make whatever re- 
arrangement or reorganization may 
seem to them advisable for further ad- 
vance? 


The steps in the adjustment of the 
relationships of these several groups 
with one another have, in the main, 
followed the same general pattern: First, , 
discovery that relationships existed; 
then, evolution of the relationships; 
third, a joint declaration as to the rela- 
tionships; and, finally, provision for 
implementing the declaration. 
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American Bankers Association 


Lawyers and Trustmen 


Beginning about 1919, there came the 
long period of adjustment of relation- 
ships between lawyers and _ trustmen. 
First came the discovery that distinctive 
relationships existed between lawyers 
in general practice and trustmen, many 
of whom were lawyers. About 1919 na- 
tional banks began to enter the trust 
business and to employ lawyers for 
trust officers. Many lawyers who had 
been in general practice before the War 
and whose practice had been interrupted 
by the War were attracted by the sure 
and steady income of the salaried trust 
officer and, partly for that reason, some 
of them left the practice of law to be- 
come trust officers. 

It was sometime after 1919 before 
these lawyer-trust officers realized that 
they had distinctive relationships each 
with lawyers who had remained in the 
general practice, with the bank or trust 
company that had employed them: with 
their former clients, and with the cus- 
tomers of the bank or trust company. 
It was at least 20 years before these 
relationships took definite shape. This 
was a period of trial-and-error. 

It was natural that a lawyer entering 
the employment of a trust institution 
should think of it as his client and 
should be inclined to do anything of a 


legal character that would promote its 
interests—such as giving legal advice to 
and drawing legal documents for its 
customers. It was no less natural that 
lawyers who remained in general prac- 
tice should feel that lawyer-trust officers 
were their competitors and that, in this 
competition, they themselves were at a 
disadvantage in that lawyer-trust officers 
had banks or trust companies to back 
them up. 


It was only to be expected that dur- 
ing this period lawyer-trust officers did 
many things they should not have done 
or that lawyers who remained in gen- 
eral practice, by way of retaliation or 
of self-defense, did as many _ things 
which they should not have done. This. 
however, now is water over the dam. 


During the 20 years between 1920 
and 1940 the relationships between law- 
yers and trustmen gradually took shape 
and came to be understood and accepted 
by an increasing number on both sides. 
Among the invaluable aids in this pro- 
cess of evolution have been: (1) joint 
committees of lawyers and trustmen on 
local, state, and national levels; (2! 
declarations of policies by trust insti- 
tutions; (3) agreed statements of poli- 
cies by trust associations and bar ass0- 
ciations; and (4) judicial decisions 4s 
to what is the practice of law. 


TRUSTS AND ESTATES 
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Then, in 1941, lawyers and trustmen, 
speaking through their respective na- 
tional organizations—the American Bar 
Association and the Trust Division of 
the American Bankers Association— 
agreed upon and issued a joint declara- 
tion of policies of lawyers and trust in- 
stitutions, known as the, “Statement of 
Policies.” It was contemplated that the 
declaration, as such, would first be 
adopted by local or state trust associa- 
tions and bar associations and then 
would serve as the basis of statements 
of practices, which naturally would vary 
because they would take into account 
local laws and procedures. 


trustmen encouraged people to put funds 
in trust which, insurance men thought, 
should be used for the purchase of 
more insurance or annuities and in that 
trust institutions received insurance 
proceeds in trust which, insurance men 
thought, should have been left with the 
insurance companies. It was equally 
natural that trustmen should think of 
life insurance men as the competitors 
of trust institutions in that insurance 
men encouraged people to purchase in- 
surance with money that, trustmen 
thought, should have been put in trust 
and to leave proceeds with insurance 





companies which, they thought, should 
have been trusteed. 

During this period of evolution, life 
insurance men and trustmen each did 
things, in retaliation or in self-defense 
as they saw it, which they now, in re- 
trospect, realize they should not have 
done. Trustmen, on their part, encour- 
aged people to create insurance trusts 
which should not have been created. 
They advised and sometimes misadvised 
people about insurance. Life insurance 
men, on their part, represented that trust 
institutions charged for their service as 
trustee, whereas insurance companies 





Pho Without some provision for its en- 
t. to | forcement, any declaration of policies 
who, | OF Statement of practices would be 
state | largely a dead letter. To guard against 
tions | this possibility, the joint declaration of 


te its 


policies carried the recommendation 
that it be implemented by a joint con- 
ference committee of lawyers and trust- 
men which would aid in further clarify- 
ing the relationships and in improving 
the relations between lawyers and trust- 
men. 


This is the point to which lawyers and 
trustmen have come in adjusting their 
relationships. 
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prac} has followed the same general pattern was anes 

hicers as that between lawyers and trustmen— — Mino Eb Se tate 

1 this namely, discovery, evolution, declara- ° | | at Sere 

at 4] tion, and implementation. Although an ° RE ee HANES a ae aoe 

cers | insurance trust is known to have been + aeee we 

hack } established in England before 1854 and r: 

in the United States as early as 1866, 

dur-| it was not until about 1920 that insur- 

s did] ance trusts became a recognized mode 

done | of settlement or a recognized type of 

~ e range ve “0 ail It may be necessary to employ a trustee quali- 
n s . , oe 
ee ee ee ee ; fied to do business in Illinois when an out-of-state 
hings | life insurance was being trusteed in 

This. | large volume. At the 12th Mid-Winter trust or estate holds Illinois realty. Then you will find 
1920] of the Trust Division reported that over ot Citeene Tile end teal 

law: | 5-5 billion of life insurance had been — = be _ 
shape | Tusteed during 1930 and that over $4 We have been continuously active in trust ad- 
epted billion of the a psa “ae fo ministration since 1887. Our unusual background 
‘ ance then i ‘e already had been , , . 
pe, aed Then piel me Nige Saicsibiite and experience in all real estate matters qualify us 
join men and trustmen began to discover to give you and your customers full cooperation on 
n on - they did hag distinctive relation- both corporate and personal trust matters. 

(2) | Ships with each other. 
insti: | The 14 years, 1920-1934, were again 

poli- | @ period of trial-and-error. During this 


asso- 
ns as 


Period it was only natural that some 
life insurance men should think of 
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did not charge for holding the proceeds 
under their options of settlement, and 
that insurance companies could hold 
funds in trust the same as trust institu- 
tions could. This too is water over the 
dam. 


Gradually both groups realized that 
basically they were cooperators and not 
competitors, that their own good, that 
of their respective institutions, and that 
of their respective customers lay in their 
working together and not at cross-pur- 
poses. 


By 1934 the relationships between 
life insurance men and trustmen had 
crystallized to the point where they 
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could be reduced to writing. In 1933- 
1934 a joint committee of distinguished 
life insurance men and trustmen collab- 
orated in the drafting of a statement of 
the guiding principles for relationships, 
which their respective national associa- 
tions—the National Association of Life 
Underwriters and the Trust Division, 
American Bankers Association — ap- 
proved. This statement was reconsidered 
by another joint committee in 1944 and 
re-affirmed by the two national organ- 
izations without the change of a word. 








Concurrently with and in aid of the 
evolution of the relationships of life 
insurance men and trustmen, there was 
the development of life insurance and 
trust councils. They were designed both 
to clarify the relationships and to im- 
prove the relations between these two 
groups. The first of these councils was 
organized in Boston in 1930. At the 
present time there are over 30. 

This is the point to which life insur- 
ance men and trustmen have come in 
adjusting their relationships. 


(Continued next month) 


COUNCIL NEWS 


Joseph White, assistant trust officer of 
the American Security and Trust Co. 
of Washington, D. C., gives us this re- 
port of a most constructive open meeting 
of the District of Columbia Life Insur- 
ance Trust Council: 


“At a Dinner Meeting on March 8. 
at the Mayflower Hotel, a panel presen- 
tation of ‘Estate Planning in Action—or 
Truth and Consequences’ was featured. 
Participants included Roger L. Baldwin. 
general agent, Northwestern Mutual 
Life Insurance Co. as the prospect. 
Thomas Grant, Jr., Esq. of the law firm 
of Buckley and Danzansky, as attorney. 
Joseph A. Marr, general agent, Penn 
Mutual Life Insurance Co., as the in- 
surance underwriter and Earl G. Jon- 
scher, trust officer, American Security 
and Trust Co., as the trust officer. The 
meeting was the open meeting of the 
year, and many 
Considerable interest was shown.” 


guests were present. 


In its meeting on March 20th. the 
Fort Worth Trust Council 
its study of the estate problems of 
Mary and John Jones with a discus- 
sion of “Close Corporations . . . Com- 
mon and Preferred Stock . . . Liquida- 
tion Problems” by Horace B. Sessions, 
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local attorney and a former legislator. 


On March 15th, the Milwaukee Life 
Insurance and Trust Council had as 
their guest speaker, Doctor Edwin H. 
White, C.L.U., of Indianapolis. The sub- 
ject of Doctor White’s discussion was 
“Life Insurance and Estate Planning.” 


Philadelphia Life Insurance and 
Trust Council heard J. K. Sinclaire, 
president of Kennedy Sinclaire, Inc.. 


New York, discuss “Accumulation vs. 
March 30th. 

The Memphis Chapter of the Ameri- 
can Society of Chartered Life Under- 
“down to 


Conservation” on 


writers has performed a 
earth” public service by their distribu- 
tion of the article by M. Bernbaum. 
C.L.U., on “The Role of the Advanced 
Life Underwriter in the Field of Estate 
Planning.” reprinted from Washington 
Law Review and State Bar Journal. | 
particularly like this conclusion: 


“The final execution of any estate plan 
is a task only the attorney can perform. 
The life underwriter, trustman and _ ac: 
countant should render assistance wherev- 
er possible. Full cooperation among the 
four specialists is the acme of perfection 
in estate planning and the goal for which 
all four parties should strive in order to 
best serve the client... .. e 






Banking and Fiduciary Business 
promptly and effectively. 
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ONE hundred and twenty-eight years 
ago, by special act of the legislature, the first 
trust powers ever given in the United States 
to any corporation were granted to City Bank 
Farmers Trust Company. 
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Small & Medium Corporations 


Field for Pension Plans 


CORNELIUS KURTZ 


President, Retirement Plan, Inc., Buffalo, New York 


HERE are 10,000 pension plans in 

force in private industry today. It 
stands to reason that most of these are 
in small and medium sized corporations. 
If there are a couple thousand big cor- 
porations with plans, that means that 
most of the big companies have plans, 
and prospects for trust business in the 
future will be a relatively few big cor- 
porations and thousands of small and 
medium sized companies. 


The first advice which you should 
give your customers is the danger of 
adopting another company’s plan in 
toto, particularly the negotiated plan of 
a big corporation. Two reasons for this 
stand out in bold relief—1l. The aver- 
age cost per employee of a pension plan 
with identical benefits and funding can 
vary as much as 100% in two separate 
corporations, due in part to the average 
ratable age of the employees and the 
average length of past service of em- 
ployees, and 2. While a pension plan is 
primarily a plan for the orderly retire- 
ment of worn out workers, it is also a 
most effective implement of good em- 
ployee relations. 


That a pension plan is an effective 
instrument for good employee relations 
means the kinds and amounts of bene- 
fits are based on the actual situation 
existing in each individual company. 
Many factors will be determinative, such 
as the size of the company, the earnings 
and working capital, the number of em- 
ployees, the type of business—skilled or 
unskilled—the intelligence level of the 
average employee, the cost of living in 
the community in which the company 
is located, the percentage of married 
and female employees, whether there is 
a union, etc. These factors determine 
whether the employee benefits should 
include death benefits before and after 
retirement, vesting or termination of 
employment benefits, and if so when 
and how much, disability benefits, and 


From address before Trust Departmental, Finan- 
cial Public Relations Association, at Buffalo, Feb- 
ruary 1960. 


266 


how large or how small the pension and 
these other benefits shall be. 


Inevitable Obsolescence 


The second piece of fundamental ad- 
vice you can give your customers is 
that every company that expects to re- 
main in business for many years will be 
faced with the problem of worn out em- 
ployees. A formal funded Pension Plan 
is nothing more than a scientific. eco- 
nomical method of setting up reserves 
in advance, to pay a potential pension 
liability. A basic funded pension plan. 
with only pension benefits, should be 
cheaper than an informal, pay-as-you-go 
plan because of the tax advantages of 
a formal plan which qualifies under Sec- 
tion 165A of the Internal Revenue Code, 
and because a formal plan can require 
contributions from the employee. You 
can’t ask contributions toward his pen- 
sion from “Old Jim” after he has re- 
tired. 


A third point to get across to your 
customers is that they should be pre- 
pared with all the facts and figures re- 
garding pensions before adopting a plan 





Reprinted with permission from N. Y. Journal-American 


“I saw your Boy Wanted sign. What’s your 
Policy on Pensions?” 


or entering into contract negotiations 
with the union, because the union nego- 
tiator is well informed. The Inland Steel 
decision makes pensions a subject of 
collective bargaining and your custom- 
ers must discuss the subject with their 
union. This doesn’t mean that they must 
grant a pension plan, but they have to 
bargain in good faith and if they are 
marginal or 
and really cannot afford a pension plan, 
they had better be fortified with cost 
figures to prove it. 


sub-marginal producers 


Pension or Profit Sharing Plan? 
So far | have been using the term 
and Plans 
there are two types of Retirement Plans 
-1. The Pension Plan with a more or 
less fixed annual cost, and, 2. The de- 
ferred Profit Sharing Plan where the 


Pensions Pension because 


annual cost is in direct relation to the 
annual profit made by the corporation. 
Both plans provide retirement income 
for the superannuated employee. 


A Pension Plan, which provides fixed 
pensions to all eligible employees at a 
given retirement age, necessarily re- 
quires a fixed cost. It is not primarily 
an incentive plan, although if properly 
sold to employees continuously, it can 


act as an incentive plan. 


A deferred profit Sharing Plan on the 
other hand is primarily an_ incentive 
plan to promote greater efficiency and 
per- 
and 
allo- 


productivity by sharing a given 
centage of profits with employees, 
paying that total profit share. as 
cated to each employee, to him in the 
form of retirement income. To this ex- 
tent a deferred Profit Sharing Plan is a 
Pension Plan except that the amount of 
monthly pension a given employee will 
receive is unknown. because it depends 
on future profits. 


A fallacious agreement is advanced in 
favor of Pension Plans to the effect that 
a Pension Plan guarantees a known pet- 
sion to each eligible employee whereas 
his pension under a deferred Profit 
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Sharing Plan is unknown and depends 
on profits. | contend that a Pension 
Plan depends on profits too—the fixed 
annual cost of a Pension Plan cannot 
be met except out of profits. However, 
a valid objection to a deferred Profit 
Sharing Plan is that it does not provide 
adequate pensions for older employees. 
We therefore favor for many companies 
a combination plan, consisting of a 
inade- 
quate in itself, with a low fixed annual 


minimum benefit Pension Plan. 


cost, plus a Profit Sharing Plan; or a 
Profit Sharing Plan for all employees 
supplemented by a Pension Plan for 
the older employees. A plan must pro- 
duce adequate pensions or it is a waste 
of stockholders money. 


Funding Method 


The question of funding methods is 
controversial because those who argue 
about it have an ax to grind—and they 
allege that the funding method affects 
the cost. We don’t argue about it for 
reasons—1l. We have no ax to 
grind install and admini- 
ster plans funded by both methods, and 
2. We contend that the cost of a plan is 
primarily determined by the benefits of 
the plan and not the method of funding. 
We have proven that fact before actuar- 
ies and insurance people. We are moti- 
vated in the choice of funding method 
entirely by the 
client. 


two 
we design, 


best interests of our 

There are two basic funding methods 
available in both self administered plans 
and insured plans. One is the level pre- 


mium and the other the increasing pre- 


hes, 0, ‘ 


mium funding. Whichever plan you 
use, you must have a fund of $12,000, 
let us say, for each employee who 
reaches the retirement age of 65 and 
is to receive $100 per month for life. 
To illustrate the difference between the 
two funding methods, let us take the 
case of one employee now age 45 who 
will still be in your employ at age 65. 
Under the level premium method an 
annuity of $100 per month payable at 
age 65 is purchased now and paid for 
in 20 equal annual installments. Under 
the increasing premium method an an- 
nuity of $5.00 per month payable at 
age 65 is purchased each year, the first 
one coming due in 20 years and the 
last one coming due in 1 year. You can 
readily that the cost of the first 
$5.00 annuity due in 20 years would 
be substantially less than the cost of 
the last $5.00 annuity due in one year. 
The cost therefore, goes up each year. 
Mortality and turnover complicate this 
simplified illustration, but it is essenti- 
ally correct that the total cost over a 
20 year period is the same under both 
funding methods, because you have to 
end up with $12,000 in both cases. 
There are two general types of in- 
sured plans—the group annuity, which 
does not require a Trustee and which 
is usually funded on the increasing pre- 
mium method; and the individual policy 
plan which does require a Trustee and 
is funded on the level premium method. 


see 


Combination of Plans 


In broad general terms, self admini- 
stration plans or group annuities are 
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used in plans of large corporations, 
with the former growing in favor; 
group annuities or self administered 
plans are used by the medium sized 
companies, with group annuities prob- 
ably in the lead; and individual policies 
are used in plans of small corporations. 
There are many very effective combina- 
tions used by the pension expert, such 
as so called “deposit administration” of 
a wholly insured plan which makes it 
essentially a partly self administered 
plan except that the insurance company 
does all of the administering. Then 
there is self administration of past ser- 
vice and individual policies or group 
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annuity for future service; there is self 
administration for hourly employees 
and individual policies for salaried em- 
ployees. 


This last scheme has much merit in 
companies with union negotiated plans 
for hourly workers, because of the flexi- 
bility of self administration. In my 
opinion the flexibility of self administra- 
tion is a stronger argument in its favor 
than the alleged cost advantage. The 
actual cost of a self administered plan 
will be what it will be! And that cost 
will not be much, if any, less than on 
insured plans. It is contended that the 
individual policy plan is the most cost- 
ly. We are unwilling to concede that. 
all things considered. Even if there were 
a modicum of truth in it, what other 
choice have we for the small company ? 
It would be too much of a gamble to 
self administer a plan with 25-50-75 
eligible employees. Mortality — tables 
based on 100,000 lives can go haywire 
when applied to a small group. And 
group annuities are not available for 
small groups. 

The last statistics that we have seen 
show the total plans in force divided 
as follows: 


Individual Policy Plans 4,114 
Group Annuities 1.476 
Self Administered 658 
Combination Plans 584 


Since these statistics were gathered, the 


J 


percentages of self adininistered and 


combination plans have increased. 


Adventure in Employee Relations 


There have been great advances dur- 
ing this century in science, inventions, 
production methods and know how. But 
little progress has been made in the 
field of employer-employee relations. It 
is to this field that industry should look 
for increased profits. 


The Council of Profit Sharing Indus- 
tries has demonstrated what can be ac- 
complished profit-wise by means of 
good employee relations. This Council 
is composed of many successful com- 
panies in all types of industry ranging 
in size from Eastman Kodak down to 
companies with only 15 or 20 employ- 
ees. The management of these compan- 
ies are hard headed businessmen. Here 
are their principles and ideals: 


That labor is not a commodity——labor 
is people, with hearts and hopes and 
pride and feelings. 


That there is a tremendous potential 
of ideas in the minds of the working 
people—that could increase profits. 


That there is a tremendous potential 
of energy and efficiency and productiv. 
ity that is undeveloped because of an 
antagonistic or apathetic attitude to. 
ward management. 


That the fact that these potentials lie 
dormant and undeveloped is the fault of 
management. 


That management should, and can, 
develop this potential by treating labor 
as people, making them partners in in- 
dustry, telling them all the facts, and 
dividing with them the profits of in- 
dustry! 

This is not idealistic nonsense. It js 
working in Eastman Kodak and a few 
hundred other The _ last 
Council of Profit Sharing Industries in 
New York in December was a series of 
testimonials lasting two full days dur. 
ing which time the top executives of 
dozens of companies told essentially the 
same story: The last year before we 
installed our Profit Sharing Plan and 
took our employees into partnership 
with us, our profits $100,000. 
After 4 or 5 or 6 years under profit 
sharing, in 1949 we paid our employees 


companies. 


were 


a base wage as high or higher than they 
could get for doing the same job any- 
where in America; on top of that we 
paid them a profit share (part of which 
was deferred to provide pensions) of 
15-20-30 up to 70% of wages. In addi- 
tion to that we lowered the price of our 
product 20‘.. And in addition to that 
our profits remaining, after paying all 
this to our employees, amounted to 
$200.000 in 1949. 

This is the big frontier for us to de- 
velop in the future! 
“crusading,” 
self interest on the part of management. 
Maybe we can get labor and manage- 
ment on the same team, working to- 
gether instead of fighting against each 
other. If so, it will be the death knoll 
of the undesirable elements in the rank 
and file of labor and in top councils of 
labor. As Russell Davenport says in the 
October Fortune, it is “The Greatest 
Opportunity on Earth.” 


It’s going to take 


some some enlightened 


@) GAS SYSTEM, INC. 


The Board of Directors has declared this day 
the following quarterly dividend: 
Common Stock 
No. 62, 183/4¢ per share 
payable on May 15, 1950, to holders of rec- 
ord at close of business April 20, 1950. 
Dace Parker 


April 6, 1950 Secretary 
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MR. BODKINS 
TAKES A DIM VIEW 
OF THE FUTURE 


... especially of his family’s future. “It’s not that | 
haven’t something to leave them, nor that | haven’t 
made a Will,” says Mr. Bodkins. ‘‘But how can I be 
sure my Will will be executed properly? So many 
things can go wrong!” 

What Mr. Bodkins should do is appoint a compe- 


tent trust company... Fidelity, for example . . . and 


relax. With seasoned skill and the best of tools for 
estate settlement, this company is always ready and 
always prepared to begin settlement promptly, efh- 
ciently, and with sympathetic understanding of 
family problems. Isn’t this the type of executor 
you would prefer? Our trust officers will be glad to 


discuss the matter at your convenience. 


FIDELITY-PHILADELPHIA 


Trust Company 


BROAD AND WALNUT STREETS, PHILADELPHIA 9 
Organized 1866 
Member Federal Reserve System ¢ Member Federal Deposit Insurance Corporation 


One of a series of new Trust advertisements appearing in Philadelphia newspapers. 
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TRUST PERSONNEL CHANGES 


ALABAMA 


Mobile—Harwell E. Coale has been 
made assistant vice president and trust 
officer in charge of the trust department 
of First NATIONAL BANK, following the 
resignation of Turner Rice, who has be- 
come executive trustee and business man- 
ager of the newly formed Bellingrath- 
Morse Foundation. Mr. Coale has been in 
the trust department over 20 years. 


A. Danner Frazer was promoted to 
trust officer in charge of new business 
development; Thomas Gaines St. John, 
Jr., and James C. Andress to assistant 
trust officers. 


CALIFORNIA 


Los Angeles — TITLE INSURANCE & 
Trust Co. elected Donald W. Clarke per- 
sonnel officer to succeed the late Ralph 
H. Spotts. Before joining Title Insur- 
ance, Mr. Clarke had 11 years of trust 
administration with the Harris Trust & 
Savings Bank, Chicago. 


Sacramento—William H. Johnson, vice 
president, has been placed in charge of 
the newly created public relations depart- 
ment at the Sacramento office of ANGLO 
CALIFORNIA NATIONAL BANK. Mr. John- 
son recently joined the staff after serv- 
ing three years as manager of the 
investment advisory department of Ha- 
WAIIAN TrRusT Co., Ltd., Honolulu. 


COLORADO 


Greeley—John F. Redman has been 
elected assistant trust officer at the FIrst 
NATIONAL BANK. He was for 12 years 


clerk of the local county (Probate) court. - 


FLORIDA 


Miami—L. A. Usina has resigned as 
president of FLORIDA NATINAL BANK & 
Trust Co. to become president of the 
new PEOPLES NATIONAL BANK of Miami 
Shores, which he is organizing. C. F. 
Shewmake becomes president of the 
Miami bank, having resigned as pres- 





ident of the FLORIDA BANK & TRusT Co. 
in West Palm Beach. 
; Ba Miami—SECURITY 
Trust Co. appoint- 
ed Gilbert C. Hine, 
II, assistant trust 
officer. After grad- 
uation from the 
University of 
North Carolina law 
school with the de- 
gree of J.D. in 
1941, Mr. Hine 
practiced law in Charlotte. He received 
his commission in the Air Corps Officers 
Candidate School in 1942. Upon return 
from service, Mr. Hine was employed 
by Prentice-Hall, Inc., as a federal tax 
service editor. Subsequently he was a 
tax specialist and manager of the tax 
department of H. J. Heinz Co. 
Tampa—Henry S. Toland became a 
trust officer of EXCHANGE NATIONAL 
BANK. An attorney, Mr. Toland was for- 
merly State Representative from Hills- 
borough County. 


GILBERT C. HINE, II 


INDIANA 


Sullivan—Russell O. Cramer has been 
promoted to assistant vice president and 
assistant trust officer at SULLIVAN STATE 
BANK. 


LOUISIANA 


New Orleans—AT NATIONAL BANK OF 
COMMERCE, Oliver G. Lucas was suc- 
ceeded as president by Dale Graham, for- 
merly senior vice president. Mr. Lucas 
becomes chairman fo the board. John A. 
Oulliber was advanced from assistant 
vice president in the trust department 
to vice president; Rodney J. Emmer made 
assistant trust officer. 


MASSACHUSETTS 


Boston—Promoted to assistant vice 
presidents at NEW ENGLAND Trust Co. 
are: Leon S. Bishop, David Livingston, 
E. Linwood Savage, Jr., and Philip W. 
Stocker; to trust officers, Richard P. 


TRUST EXECUTIVE 


Have you had good sound experience in all branches of the 
trust field? Have you a pleasing personality and are you under 
fifty? Are you interested in an executive position in one of the 
Pacific Coast’s largest banks, offering unlimited opportunities? 
Salary commensurate with background and proven ability. 


All replies should give education and experience in complete 
detail. They will be treated in strictest confidence. 


Box H-4-1, Trusts AND EsTATES 





Barnard, Grace C. Curtis, C. Russell 
Eddy, Richard L. Frothingham, Car] B. 
Nowell, Donald K. Packard, William B. 
Piner and Alfred E. Row. 


Lynn—Thomas D. Chatfield became 
the new president of Essex TRusT Co., 
upon promotion of H. Morris Kelley to 
chairman of the board. Mr. Chatfield was 
vice president and treasurer. 


MISSOURI 


Jefferson City—W. A. Bassman was 
elected vice president and trust officer of 
CENTRAL Missouri Trust Co. following 
the retirement of Leo W. Weiler. John 
Skain was made assistant trust officer. 


NEW YORK 


Ballston Spa—Neil Hodsall has been 
elected president of BALLSTON SPA Na- 
TIONAL BANK to succéed the late Morgan 
E. Welsh; Miss Grace B. Playford made 
assistant cashier in addition to her pres- 
ent title of trust officer. 

Garden City—Frederick Hainfeld, Jr., 
formerly vice president, was elected vice 
president and trust officer at GARDEN 
City BANK & Trust Co. 


New York—Eugene J. Olson has been 
made an assistant cashier in charge of 
the tax accounting division of the per- 
sonal trust department at CHASE Na- 
TIONAL BANK. 


NORTH CAROLINA 


Raleigh—WACHOVIA BANK & TRUST 
Co. appointed G. T. Lumpkin, Jr., a spe- 
cial trust representative. Mr. Lumpkin 
has a master’s degree in actuarial math- 
ematics from the University of Michigan. 
Until joining the trust staff of Wach- 
ovia’s Winston-Salem office in January 
1948, he was vice president and actuary 
of the Pension Service Co. of that city. 

Rocky Mount — PEOPLES NATIONAL 
BANK & Trust Co. elected William W. 
Shaw executive vice president and trust 
officer. 


OHIO 


Mansfield—Judge Herbert H. Schettler 
of the Municipal Court has resigned to 
become trust officer of MANSFIELD SAV- 
INGS TRUST NATIONAL BANK. 

New Philadelphia—William M. Fraz- 
ier, formerly vice president and trust 
officer, was elected president of OHIO 
Savincs & Trust Co. to succeed N. W. 
Judkins, retired. 


OREGON 


Portland—Robert M. Alton, vice pres- 
ident and trust officer in charge of the 
trust department of UNITED STATES NaA- 
TIONAL BANK, has been elected a director. 
He is a former president of the American 
Bankers Association, Trust Division. 
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PENNSYLVANIA 


Carlisle & Mechanicsburg — Roy G. 
Schaull, resigned trust officer and vice 
president of the CARLISLE TRUST Co., 
has been named executive vice president 
of SECOND NATIONAL BANK of Mechanics- 
burg. 

New Castle — CITIZENS NATIONAL 
BANK advanced John J. Maher from 
cashier and assistant trust officer to exe- 
cutive vice president. 


TENNESSEE 


Memphis—At First NATIONAL BANK 
H. D. Tuttle, director of public relations, 
was elected an assistant vice president. 


Memphis—Milton K. Revill was ad- 
vanced to executive vice president at 
UNION PLANTERS NATIONAL BANK & 
Trust Co., and William H. Gatchell to 
vice president in the business develop- 
ment department. 


VIRGINIA 


Clifton Forge—Norman Scott has been 
named cashier and trust officer of MOUN- 
TAIN NATIONAL BANK. 


a. & 2&2 


BRIEFS 


Los Angeles, Cal.—Frank H. Schmidt. 
president of CALIFORNIA TRUST Co., has 
been elected general chairman of the 24th 
Western Regional Trust Conference to 
be held in Los Angeles next October. 

Duluth, Minn.—Colonel Chester D. 
Seftenberg, vice president and trust of- 
ficer of First & AMERICAN NATIONAL 
BANK, recently returned from a tour of 
active duty at U.S. Air Force head- 
quarters in Washington, D. C., where at 
the request of Lieutenant General Ed- 
ward L. Rawlings, Deputy Chief of Staff- 
Comptroller, he was assigned for the 
purpose of making an organizational and 
Management survey of the Office of the 
Comptroller. 

New York, N. Y.—Harvey Weeks, vice 
president of CENTRAL HANOVER BANK & 
Trust Co., voluntarily retired on March 
31, well in advance of the bank’s com- 
pulsory retirement age of 65. Mr. and 
Mrs. Weeks plan to leave for a five and 
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one-half months stay in Europe. Mr. 
Weeks expects to do considerable writ- 
ing and will also speak before several 
business and trade groups. 


As the result of a speech given while 
an insurance agent, he was invited to 
join the trust new business department 
of Central Hanover in June, 1929. The 
bank at that time started its now nation- 
ally-known “Trust New Business Train- 
ing School” and he was active in the 
sales training program. Later he trans- 
ferred to the banking department, where 
he was a vice president for some years. 


Plainfield, N. J. 
— H. Douglas 
Davis, president of 
the PLAINFIELD 
TRUST CO., was ap- 
pointed to the State 
Banking Advisory 
Board by Governor 
Alfred E. Driscoll. 
Mr. Davis com- 
pleted 40 years of 
service with the Plainfield Trust last 
September, many of them as head of 
the trust department. A former president 
of the New Jersey Banking Association, 
he is currently an honorary vice pres- 
ident of the organization and a member 
of the executive and finance committees. 


Nashville, Tenn.—Alec B. Stevenson, 
vice president and trust officer of FIRST 
AMERICAN NATIONAL BANK has_ been 
elected president of the Community Chest 
of Nashville and Davidson County. 


Amarillo, Texas—AMARILLO NATIONAL 
BANK has been granted trust powers 
under the Federal Reserve Act. 


A &) Bi 





H. DOUGLAS DAVIS 


Chicago Fiduciaries Elect 


Corporate Fiduciaries Association of 
Chicago has elected the following new 
officers: 

Pres.: Howell W. Kitchell, vice pres- 
ident of Continental Illinois National 
Bank & Trust Co. 

V.P.: Louis W. Fischer, vice president 
of American National Bank & Trust Co. 

Secy.-Treas.: William S. Turner, vice 
president of Northern Trust Co. 


VIRGINIA TRUST COMPANY is the first and 
oldest institution in Virginia authorized by 
charter to conduct a fiduciary business, and has 
served continuously for fifty-seven years in the 
capacity of Executor, Administrator, Guardian 
and Trustee. 


Virginia Trust Company 
82] East Main Street, | a Virginia 


Established 1892 
Member Federal Deposit Insurance Corporation 










































Full-time Secretariat for 
Ontario Trust Group 


W. R. Scott is 
now secretary- 
treasurer of the 
Trust Companies 
Association of On- 
tario, succeeding L. 
G. Goodenough. 
The broadening use 
of trust services 
throughout 
the Province has 
increased the work of the Association, 
necessitating a full-time secretariat and 
the establishment of an association office 
at 302 Bay Street in Toronto. Mr. Good- 
enough, who held the post for some twelve 
years during which he served as Ontario 
legal editor for TRUSTS AND ESTATES, was 
obliged to relinquish his office in order 
to devote all his attention to his ex- 
panding legal practice. He will continue, 
however, as legal editor, as well as Gen- 
eral Counsel for the Association. 





W. R. Scott 


For 19 years prior to his appointment, 
Mr. Scott was engaged in law work, hav- 
ing been an official Court Reporter for 
a considerable part of that time and a 
law association secretary for nine years. 
One of his first activities will be the 
consideration of a survey to determine 
the size and number of estates under ad- 
ministration in Canada. 
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Employment Exchange 





With its nation-wide contacts, TRUSTS 
and ESTATES is in an excellent position 
to serve as a clearing house for trust 
employment opportunities. This is a two- 
way street — for men seeking jobs and 
jobs seeking men. A personnel ad in this 
section of the magazine attracts wide at- 
tention, and is further implemented by 
the personal efforts of the editors. 


Current openings include a top new 
business position with a large Mid-west 
trust company, an investment-manage- 
ment post with a medium size Michigan 
institution, and an all-round executive 
role in a large Pacific Coast trust de- 
partment. 

On the other side of the fence, an ex- 
perienced trust tax officer is seeking 
broader opportunity in a large depart- 
ment. 

Address the “Employment Exchange” 
at T&E. 


A AA 
IN MEMORIAM 


OLIVER S. AAS, assistant vice president 
in the trust department of First Na- 
TIONAL BANK of Minneapolis, prominent 
civic leader and former University of 
Minnesota football captain. 


JOHN J. DRISCOLL, JR., nationally 
known head of the bank analyst and 
management consultant firm of Driscoll, 
Millet & Co., Philadelphia, and former in- 
structor at the Graduate School of Bank- 
ing. 

HOMER H. HOENSTINE, secretary and 
treasurer and trust officer of WINDBER 
(Pa.) Trust Co. 
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THE NEW LOOK IN FINANCIAL HOMES 





This recently completed mural is adjacent to the trust department of The First National 

Bank, Fort Worth, Tex. Portions of the two rooms are covered with antique mirrors. On 

the mirror shown above murals have been painted showing the bank building, Fort Worth’s 

Livestock Exchange, the Municipal Auditorium and the County Court House. Such murals 

provide surroundings that are pleasant for employees, attractive to customers, and identify 
the institution with the community, its people and developments. 


HarveY S. HopkKINs, trust officer of 
NEWTON (N. J.) Trust Co. and former 
Sussex County Clerk. 

JOSEPH R. PEATMAN, assistant trust 
officer of TITLE INSURANCE & TRUST CoO., 
Los Angeles. 

J. Curtis PLATT, chairman of the board 
of SCRANTON (Pa.) LACKAWANNA TRUST 
Co. 

DAvip V. SKIDMORE, assistant trust of- 
ficer of the First NATIONAL BANK of 
Mount Vernon, N. Y. 


A A A 
NEW TITLES 


Savannah, Ga.—Merger of the CIT- 
IZENS BANK & TRUST Co. and the SAVAN- 
NAH BANK & TRusT Co., under the name 
of the latter. George H. Smith, elected 
vice chairman of the combined institu- 


» 38 YEARS 


TRUST AND ESTATE SPECIALISTS FOR 


Member Federal Deposit Insurance Corp. 
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THE GREATER LOS ANGELES AREA 


Head Office: 
Fifth & Spring Sts., Los Angeles 


CITIZENS 


NATIONAL savincs BANK 





tion was president of Citizens Bank. All 
other officers and personnel of both banks 
will retain their respective positions, and 
the former Citizens will be a branch. 
Oklahoma City, Okla.—LIBERTY Na- 
TIONAL BANK has changed is name to 
LIBERTY NATIONAL BANK & TRusT Co. of 
Oklahoma City, effective March first. 
Nashville, Tenn.—AMERICAN NATION- 
AL BANK has changed its name to FIRsT 
AMERICAN NATIONAL BANK. Among rea- 
sons cited by the Board for the change 
is the fact that, having been chartered 
in 1883, it is the oldest “American Na- 
tional bank” in existence. 
A A A 


Fiduciary Association 
Elections 
Cook County (l1ll.) Corporate Fiduciary 
Assn.: 
Pres.: Norman L. Leslie, State Bank 
& Trust Co., Evanston 
V.P.: Clarence Preiss, Oak Park Trust 
& Savings Bank 
Sec.-Treas.: Milton O. Olson, Mutual 
National Bank, Chicago 
Trust Operations Officers Assn. of Phil- 
adelphia: 
Pres.: E. Russell Bonsall, Corn Ex- 
change National Bank & Trust Co. 
V.P.: John M. Cookenbach, The Penn- 
sylvania Company for Banking & 
Trusts 
Sec.-Treas.: J. Norman Miller, Prov- 
ident Trust Co. 
Corporate Fiduciaries Association of 
Maine: 
Pres.: Erwin S. Anderson, vice pres. 
Merchants National Bank, Bangor. 
V.P.: Scheldon F. Goldthwait, pres- 
ident, Bar Harbor Banking & Trust 
Co. 
Sec.-Treas.: Alden H. Sawyer, vice 
president, National Bank of Con- 
merce, Portland. 
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James F. T. O'Connor, who prior io 
being appointed Federal District Judge 
in California was Comptroller of the 
Currency of the United States during 
the banking crisis, left a holographic 
will and codicil bequeathing his estate 
to educational institutions and collater- 
al relatives. Stating that he had never 
married and had 
bequeathed one dollar to such persons 
as would prove the contrary. In direct- 
ing the expenditure of $3,000 for a 


no direct heirs. he 


tombstone, Judge O’Connor specified 
the inscription: “He kept the banks 
sound and your money safe—President 
Franklin D. Roosevelt, Grand Forks, N. 
Dakota, Oct. 4, 1937.” 


To the of North Dakota 


and three parochial schools in Grand 


University 


Forks he gave $5.000 each, to be in- 
vested in U. S. Government bonds only, 
and the income paid annually to the 
students making the greatest progress in 
public speaking during the year. A 
sister, brother and cousin by marriage 
will receive $5.000 each, while another 
brother will get $100 per month. 


The rest of the estate is “to be kept 
intact” for five years after Judge O’Con- 
death. the thereafter to 
be paid to his brothers and sister and 


nors income 
the survivor of them. Upon the last 
death, the estate is to be divided equally 
among the four aforementioned schools, 
provided each within a year thereafter 
raises a sum equal to its share to 
furnish scholarships. If none qualifies, 
a Grand Forks hospital will benefit. 

Bank of America at Los Angeles was 
named executor of the California prop- 
erty while a local lawyer was appointed 
for the Dakota assets. 


Ricnarp Dix, star of some 200 mo- 
tion pictures, left a carefuly planned 
will in which he took advantage of the 
maximum marital deduction for Federal 
estate tax. This was accomplished by 
bequeathing his wife one-half of their 
community and one-half of 
his separate property (as reduced by 
the allocable portion of the usual de- 
ductions), including for purposes of de- 
termining value, jointly owned prop- 
erty, life insurance and annuity con- 
tracts, and déducting the value of such 
property received by Mrs. Dix. 


property a 


The retired film hero, who in real 
life was Ernest C. Brimmer, directed his 
executor, Security-First National Bank 
of Los Angeles, to pay a $30,000 obli- 


Aprit 1950 


WHERE THERE'S A WILL 


gation to his daughter by a previous 
marriage, to the extent it had not been 
satisfied prior to his death or by in- 
surance payable to her. The daughter is 
otherwise disinherited. For an adopted 
daughter, Mr. Dix established a trust 
fund of $30,000, with the bank and 
his wife as trustees. The income is to 
be accumulated and ‘she is to receive 
one-third of the fund at age 21, one- 
half of the remainder at 26, and the 
balance at 31. 


The residue, out of which all Federal 
estate taxes are payable, is left in trust 
for twin sons, all or part of the income 
to be used for their benefit in the dis- 
One-fourth of 
the fund is to be distributed when they 
reach 21, one-third of the remainder at 
26, and the rest at 31, with any undis- 
tributed portion on prior death to go 
to their respective issue. In authorizing 
the trustees to expend principal for 
reasonable support, care and comfort. 
Mr. Dix remarked that his “primary 
purpose and intent is to provide for the 


cretion of the trustees. 


income beneficiaries, and the rights and 
interests of remaindermen are subordi- 
nate and incidental to that purpose. The 
provisions of this trust shall be liberally 
construed in the interest and for the 
benefit of the income beneficiaries.” 


CHARLES G. Woopwarp, former 
president of the Albany & Susquehanna 
Railroad and director of three other 


roads, left a will reflecting his many 
charitable interests. The principal indi- 
vidual beneficiaries are his niece, to 
whom he _ bequeathed his personal 
effects, certain real estate, and $75,000 
in cash, and her children who receive 
$50,000 each. Ten other individuals 
share legacies totalling $31,000. 


To Trinity College in Hartford. 
Conn., the noted rail advisor bequeathed 
$35,000 and his books on economics 
and sociology, plus the income from a 
trust fund of $30,000, with the Hart- 
ford National Bank and Trust Co. as 
trustee, to provide three scholarships in 
memory of his grandfather, father and 
mother. In addition to legacies aggre- 
gating $68,000 to 16 charitable, religi- 
ous and educational corporations, Mr. 
Woodward gave to the Connecticut His- 
torical Society $20,000 and a collection 
of Indian relics. 


The residue of the estate is placed 
in two equal trusts with the bank. From 
the income of one trust are to be paid 
annuities of $500 to three individuals, 
with the rest to the aforementioned niece 
and after her death to her children. 
Upon the death of the last survivor of 
these children, the fund is to be added 
to the other trust. The latter likewise 
is to provide $500 annuities for the 
same persons. Out of the balance of 
the income, 5% is to be added to prin- 
cipal and the remaining income divided 
according to stated percentages among 
20 institutions. The will names the Hart- 
ford National and the testator’s mother 
as executors. 


e Across Canada 


from Coast to Coast 


WITH OFFICES READY TO SERVE YOU AT 


ST. JOHN’S 
HALIFAX 
SAINT JOHN 
QUEBEC 


MONTREAL 
OTTAWA 
TORONTO 
HAMILTON 


CALGARY 
EDMONTON 
VANCOUVER 
VICTORIA 


WINNIPEG 


We invite appointments as Agent to Exec- 
utors of Estates with assets requiring 
administration or transmission in Canada. 


Assets under Administration exceed 
$1,000,000,000 
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The Capitalabor Team 


The Coal Crisis and 
Industry-Wide Bargaining 

If the coal crisis has served no other 
useful purpose, it has given clear demon- 
stration of the inadequacy of existing 


law to safeguard the public interest in. 


labor-management disputes, according to 
The Guaranty Survey, monthly review of 
the Guaranty Trust Company of New 
York. 

“The present collective-bargaining sys- 
tem has repeatedly shown itself to be 
dangerous and one that cannot be ade- 
quately dealt with under existing law. 


“The basic difficulty can be stated: 
monopoly. Labor-management relations 
are granted an exclusive exemption from 
the operation of the antitrust laws. The 
result is that in some industries negotia- 
tions are conducted on such a huge scale 
that work stoppages have ceased to be 
merely weapons against the parties to 
disputes and have become weapons 
against the public. Labor monopoly is in 
some respects even more fatal to free 
enterprise and individual liberty than 
are other forms of monopoly. 


“The case against industry-wide bar- 
gaining does not rest upon its advantages 
or disadvantages to unions or manage- 
ment. The right of industry-wide organ- 
ization has been strongly insisted on by 
some unions on the ground that wage 
uniformity tends to reduce the resistance 
of employers to union demands. In other 
cases, however, it has been found to hold 
down wages in plants where superior ef- 
ficiency might otherwise result in higher 
wage rates. 

“The nation has now had more than 
enough experience under the Taft-Hart- 
ley act to show that the omission from 
the law of any and all curbs on the 
scope of bargaining units was an unfor- 
tunate decision. Unless the error is recti- 
fied, it seems likely that the people will 
be forced, in sheer self-defense, to take 
labor-management questions more and 
more out of the hands of workers and 
employers where they properly belong. 
If this is allowed to happen, the end may 
well be the destruction of both collective 
bargaining and free enterprise.” 


Labor Suffers Strike Losses 
of One-Third Billion Yearly 


More than 25 million workers have 
been directly involved in strikes since 
1937, according to an analysis of wage 
losses from strikes made by the National 
Industrial Conference Board. Strikers 
spent about a third of a billion man-days 
away from their jobs and forfeited about 
$3 billion in wages alone. 
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Direct loss to workers on _ strike 
amounted to at least $25 million in wages 
for each year since 1937. Even during 
1943 and 1944 when patriotism, govern- 
ment intervention and public sympathy 
tended to reduce the number of strikes, 
wage losses accruing from strikes totaled 
more than $100 million and $70 million 
respectively in the two years. An increase 
in strike idleness since the end of the 
war, combined with higher wages paid 
to workers has resulted in wage losses 
in excess of a third of a billion dollars 
a year. 


Urges Education 
To Fight Socialism 


Attacking the misrepresentations of 
the socialist or communist, T. R. Jones, 
president, ATF Inc., pointed out that in 
order to combat them, business leaders 
should have a thorough knowledge of 
basic economic facts and know how to 
sell them. Business must be a part of 
the community through participation in 
the work of the community, cooperation 
with the schools on constructive programs 
and similar activities. Basic research in 
economics and sociology can be carried 
out through organizations properly equip- 
ped that can give out unbiased informa- 
tion in easily grasped form and language. 
Citizens must learn the facts and be men- 
tally armed to defend the country. 


Payroll Kept In Fixed 
Ratio to Sales 


Whichever contestant in a strike wins 
a nominal victory, according to Dr. Will- 
ford I. King, professor-emeritus of eco- 
nomics, New York University, the public 
is sure to lose. It is probable, too, that 
neither employers nor employees will 
gain enough to pay for their own losses. 
Since arbitration has not worked as 
smoothly as desired, the question arises 
whether strikes must be tolerated to set- 
tle the management labor relationship. 
Dr. King says: 

“Fortunately, the experience of 1,100 
concerns employing 115,000 workers 
makes it possible to answer this question 
with a decided negative ... .These bus- 
iness enterprises have... virtually trans- 
formed employees into partners.” 


Eugene Schueller, a French manufac- 
turing chemist, has introduced in his own 
company, and induced the others to do 
likewise, a substitute for a system of 
fixed wage rates: “Le Salaire Propor- 
tionnel.” This arrangement provides that 
the ratio of payroll to total value of 
sales is kept constant. The plan was in- 
troduced in 1938, just as the war was 
starting. After difficulties, it reached 


1943 with 612 enterprises following the 
lead. Of results, M. Schueller says that 
without changing men, the machinery or 
organization, production is increased by 
15% to 20% and sometimes as much as 
30%. In one company absenteeism drop- 
ped from 12.3% to 1.35% shortly after 
the plan was adopted. 


Benefits Cost 28 Cents per Hour 


Since pay rises are so frequently de- 
manded in cents per hour the Yoder Com- 
pany (Cleveland) figured its “fringe” 
benefit costs similarly and published the 
results in its company publication. It 
showed these benefits costing the com- 
pany in cents per hour per employee: 


Cents 

Benefits per hour 
Vacation pay $ .0580 
Holiday pay .0295 
Year-end bonus .0240 
Pension plan .0920 
Old age and survivor’s insurance .0313 
Insurance (company share) .0099 
Unemployment insurance .0124 
Workmen’s compensation -0060 
Bargaining and Grievance time .0009 
Picnic, sports, ete. .0157 
Cafeteria .0015 
Credit union .0004 


These costs come out to more than 28 
cents, the invisible, except to the ac- 
countant, cost that is added to that com- 
pany’s payroll. 


Will Business Meet Need? 


Unless certain basic human wants and 
needs are met by private agreement and 
initiative, according to Chester C. Davis, 
president of the Federal Reserve Bank 
of St. Louis, they will inevitably be 
sought from government. A _ steadily 
widening agreement on the role corpora- 
tions must play in the increasing de- 
mands for future security, confronts bus- 
iness with necessity for a decision on how 
far competitive enterprise can go in pro- 
viding the demanded satisfaction. 


Should recourse be had successfully to 
government, the result would be more 
fixed and centralized determination of 
the course of individual lives. This would 
bring about a further narrowing of the 
field for free individual choice and action. 
The higher living standard sought must 
come from expanded production. 


Setting Up a Pension Plan 


“Social Insurance, Pensions and Other 
Fring Benefits” is the title of a re- 
cent issue of Business Information 
Sources which contains recent references 
on how to set up a pension plan, the 
cost of a pension plan and_ other 
phases of the subject. Copies are avail- 
able from the Business Information Bur- 
eau, Cleveland Public Library, 325 Super- 
ior Avenue, Cleveland 14, at 10c each. 
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I, A SUCCESSFUL INSTITUTION, age is a tribute to the 


quality of its performance. Through the years, the institution gains 
increasing respect and confidence from its customers and the community 
for the soundness of its operations and the good judgment of its officers 


and directors. 


Fifty years ago, one of the predecessors of the 
Mercantile-Commerce Bank and Trust Company was authorized to 
engage in the trust business. In the years that followed, hundreds of 


estates and trusts were faithfully administered. 


With this background of broad experience, improved 
facilities and greatly expanded and specialized personnel, we start the 
next fifty years... . anticipating an ever increasing growth in service 


to our present and future customers. 
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Marked Trust Growth in °49 


ANNUAL REPORTS SHOW MANY ALL-TIME HIGHS 


THE PENNSYLVANIA COMPANY FOR BANKING 
AND Trusts, Philadelphia: 


For some years past our annual reports have 
stressed the inadequacy of the commissions cus- 
tomarily allowed in this area . .. The Orphan’s 
Courts have begun in some small degree to 
recognize the situation, but the larger local 
trust companies are still forced to obtain rea- 
sonable rates by the slow and painful process 
of negotiation with the individual client. In 
these negotiations we are meeting with some 
gradual but gratifying success so that the 
year’s operating results are somewhat better 
than in 1948. Obviously there are collateral 
advantages to the trust business in the way of 
increased deposits and additional customers for 
the banking and other departments. Total com- 
missions for the year just ended, including the 
Corporate Trust Department, were $2,029,226, 
an increase of $54,741 over 1948. 


Our Discretionary Common Trust Fund has 
continued its encouraging growth. At the close 
of the fiscal year the total assets of this Fund 
were $46,960,241, an increase of $5,372,159 over 
last year with the number of participating 
trust accounts increased to 2,155... It (the 





(Concluded from March issue) 


Fund) presently consists of 165 different se- 
curities of which 33.6% represent cash and 
bonds, 28.4% preferred stocks, and 38% com- 
mon stocks. 

The Common Trust Fund for Legal Invest- 
ments has also shown steady growth. Assets 
have increased during the year from $12,717,- 
276 to $13,447,362, while participating accounts 
now number 1,547, an increase of 85. 

Perhaps the most encouraging phase of our 
trust business has been the volume of new 
Wills in which this company has been named 
as executor or trustee, or both. Our new Wills 
have numbered almost eight per week for the 
past year. 


Reat Estate Trust Co., Philadelphia: 


Our Personal Trust Department has in its 
care assets in the aggregate sum of $66,745,- 
608.34, the highest in its history. 

On November 30, 1949, our Discretionary 
Common Trust Fund completed its third fiscal 
year. This fund has grown to $1,297,302.01 dur- 
ing the year. There are now 111 participating 
trusts with an average participation of $1].,- 
590.36. 
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From annual report of Girard Trust Co., Philadelphia 
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Fivetity Trust Co., Pittsburgh: 

Even though $34,448,000 was distributed to 
those for whom our duties were completed, 
total trust funds increased during the year 
by $4,774,000 as a result of $39,222,000 in 
new accounts opened. 


Both Common Trust Funds have continued 
to grow and are serving effectively the pur- 
poses for which they created. Trust 
Fund No. 1, which is unrestricted in the type 
of investments it may hold, now has $4,916,- 
855.99 invested for 344 trusts. This compares 
with last year’s figures of $3,818,539.24 in- 
vested for 294 Fund No. 2, 
which is confined to legal investments, has 
grown from $6,596,586.58, serving 757 trusts, 
to $7,258,232.38, serving 798 trusts. 


were 


trusts. Trust 


Estates Held as Executor, Administrator, 


Guardian, Trustee, Agent or Attorney- 
in-Fact 


Amount invested in: 


Stocks and bonds $217,250,871.11 


Mortgages 8,978,317.97 
Real Estate 21,844,655.12 
Common Trust Funds 12,532,858.91 


Cash and other 
investments 19,954,825.59 

Total $280,261,528.70 

MELLON NATIONAL BANK AND Trust Co., 


Pittsburgh: 


During the past year the Corporate and 
the Personal Trust Departments of the bank 
experienced an increase both in volume of 
business and earnings. 

The pension trust unit has 
been able to share its experience with many 
companies, and your bank is presently acting 
as trustee for companies located not only 
in the Tri-State area of Pennsylvania, Ohio 
and West Virginia, but in other States as 
well. The pension trust service of this de- 
partment is not limited to larger corporations. 
Collaboration with smaller companies can be 
accomplished by using the “Multiple Pension 
Plan” originally established for correspond- 
ent banks, as a vehicle for making available 
to smaller companies the advantages of a 
trusteed plan. 


department’s 


An additional source of increased business 
has resulted from broadening the Investment 
Agency Service. 

Increased financing by public authorities 
has constituted a recent development in the 
Corporate Trust field. Accordingly, the Cor- 
porate Trust Department has already received 
a considerable amount of business from this 
source. 


Preopies First NATIONAL BANK & Trust Co., 
Pittsburgh: 


The trend toward employee pensions hat 
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increased considerably the work of our Pen- 
sion Trust Department. 


During the year the number of customers 
served by our (estate) planning group in- 


creased by 75%. 


Berks County Trust Co., Reading: 


The gross earnings of the Trust Department 
amounted to $183,147.87. The department had 
a substantial net profit. 

Book value of individual trusts was $24,- 
699,716.46 on December 31, 1949. Corporate 
trusts in the sum of $4,221,208.33 were out- 
standing on December 31, 1949. 

There were obtained 123 Wills and 12 life 
insurance trusts. We reviewed and _ assisted 
lawyers in revising 26 Wills and life insur- 
ance trusts in previously were 
named in a fiduciary capacity. Total potential 
trust business received in 1949 amounted to 
approximately $5,332,555. 


which we 


First NATIONAL BANK AND Trust Co., 
Tulsa, Okla.: 


Our trust department reports a continuing 
increase in the business entrusted to it... . 
There is growing interest in the use of corpo- 
rate trustees under self-administered pension 
plans for local corporations. 


Ruope Istanp Hospitat Trust Co., 
Providence: 


A satisfactory year for the Trust Depart- 
ment was reported. The growth in trust busi- 
ness is reflected in all divisions. 


First NATIONAL BANK, Mempuis, Tenn.: 


The Bond and Trust Departments continue 
to grow and their net earnings for the past 
year were very satisfactory and in excess of 
the amount earned in 1948. 


AMERICAN NATIONAL BANK, Nashville: 


Gross revenues and net operating earnings 
of the Trust Department continued to be sat- 
isfactory. 


THirp NATIONAL BANK, Nashville: 


The number of estates being handled by 
the Trust Department, and the volume of 
assets being administered continue at a high 
level, indicating increasing public recognition 
of the many advantages of the bank’s trust 
services. New business and earnings of the 
department reached a new high in 1949. 


Fort Wortu NationaL Bank, Fort Worth: 


During 1949 we acquired 53 new accounts, 
and there was a net increase in the value 
of personal trust assets of 11.34%. Also, the 
department increased its corporate business 
by a substantial amount and assisted in the 
preparation of a number of estate plans 
which will become effective in future years. 

The gross earnings of our Trust Depart- 
ment increased 6.08% over the previous year. 

Our Trust Department has been rendering 
a special investment service for our corre- 
spondent banks for the past six months to 
assist them in complying with a ruling of 
the Comptroller General of the Currency is- 
sued in June 1949. A total of 42 banks have 
been supplied with credit reports and apprais- 
als covering their various municipal bond 
holdings. This service involved the prepara- 
tion of credit reports on 429 different counties, 
cities and other political subdivisions. . . . 
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From Fidelity-Philadelphia Trust Co. annual report 


Investments of the (Common Trust) Fund 
were diversified as follows at the close of 
the fiscal year on November 30, 1949: 





Cash 1.05% 
U. S. Government and 
Corporate Bonds 39.05 
Preferred Stocks 12.49 
Common Stocks 47.41 
100% 


LyncHuBURG NATIONAL BANK AND Trust Co., 
Lynchburg, Va.: 


Trust Department shows steady and healthy 
growth and the assets in this department 
have about doubled in the last five years. 


NATIONAL BANK OF ComMeERCcE, Norfolk: 


Our Common Trust Fund, the first to be 
started in Virginia, completed its second 
fiscal year of operations on October 1, 1949. 
As a result of the growing public interest 
in this new undertaking, the Fund has grown 
to more than $1,250,000. 


During the year the Department also great- 
ly extended its Corporate Trust activities by 
reason of its appointment as trustee of sev- 
eral new bond flotations, the largest of which 
was the $19,000,000 State of Virginia Toll 
Revenue Bond issue. 
business showed a most 


Individual trust 


satisfactory growth. 


First AND MERCHANTS NATIONAL BANK, 
Richmond: 


Since the year 1932 the gross income of 
the Trust Department has continued steadily 
upward and now makes an important con- 
tribution to the bank’s earnings. With the 
continuing growth of this department which 
now has 51 employees, including 9 officers, 
it is reasonable to expect that its earnings 
will increase in the years to come. 

. . . Our Board of Directors authorized the 
establishment of a Discretionary Trust Fund 
which was done on April 30, 1949... . 


The volume of new trust business for ad- 
ministration continued at a high level through- 
out the year, and at the same time, the 
number of new Will appointments gives as- 
surance of a steadily increasing backlog of 
prospective new business as a basis for 
future trust earnings. 


First NATIONAL EXCHANGE BANK, Roanoke: 


Our efforts . . . during 1949 have resulted 
in a larger number of Wills and trust agree- 
ments being filed with us than in any previ- 
ous year. In addition more and more of our 
customers are availing themselves of our 
agency services, and this phase of our trust 
business has enjoyed substantial growth in 
1949, 

The Board of Directors approved the adop- 
tion of a Common Trust Fund . . . which 
was put into operation on November 1, 1949. 


STATE-PLANTERS BANK AND Trust Co.. 
Richmond: 


Our trust business continues to grow, both 
in dollar volume and the number of accounts 
being administered. Corporate trust work ob- 
tained during the year produced substantial 
earnings and in general the total results have 
been most satisfactory. 


The volume of new Wills and future trusts 
filed with us in which we are named execu- 
tor or trustee continues to increase, and it is 
our belief that our established position in the 
trust field holds promise for continuing pro- 


gress. 


NATIONAL BANK OF COMMERCE, Seattle: 


During 1949 the Trust Department served 
more customers than in any previous year. 
New high records were established in total 
number of active, executor, trust and agency 
accounts, in total volume of trust assets, and 
in total compensation earned by the bank. 
The bank has been designated executor and 
trustee in many Wills and trust agreements 
which have been lodged in the future files. 


The second year operation of the Diversi- 
fied Trust Fund, established in 1947, was 
completed during 1949. The results 
of operation fully justify the bank’s judg- 
ment in establishing this fund. 


SEATTLE-First NATIONAL BANK, Seattle: 


Our Trust Department attained a higher 
level of activity in 1949 than in any previous 
year. (All four divisions of this department) 
reported a substantial increase in the number 
and value of new accounts secured and a 
satisfactory increase in earnings. _ tt 
gratifying that in no previous year has our 
Trust Department received so many inquiries. 
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Community Business Relations 


Increase Area Prosperity 


WEST Virginia electric power 
company is cooperating in a pro- 
gram of soil conservation, helping 


people plan their new homes, awarding 
prizes to farm boys and girls and aiding 
communities to achieve their desires and 
destinies. 

A. C. Spurr, president of the Monon- 
gahela Power Company with general 
offices in Fairmont, W. Va., knows it 
isn’t a philanthropic program. “Enlight- 
ened Selfishness,” he calls it. “Today, 
practically everybody is an electric cus- 
tomer. If our business is to grow, we 
must have customers who are prosperous 
and progressive.” 

Latest figures show that the electric 
company gets something less than one 
percent of the income dollar, but that 
share is considered adequate reason for 
an all-out effort to create more income 
dollars. The company’s activities also 
are motivated by the conviction that the 
system of Free Enterprise is on trial; 
that it must do a better job of selling 
itself to the public than it has in the 
past. 


Enterprise Asks Chance 


In the middle 30’s a committee au- 
thorized by the President, went into the 
Monongahela Valley to study economic 
and social conditions. The committee 
was ready to recommend treatment by 
the Government—something like the 
TVA. But Spurr asked that Free Enter- 
prise be given a chance to prove itself, 
that local initiative try to solve its own 
problems. The committee was willing. 
The newspapers, business and industry 
fell into line quickly, and local leader- 
ship came to the front. The spirit of the 
people, chief ailment found by the com- 
mittee, had been revived, and with it 
the economic picture was growing 
brighter. Out of the Upper Monongahela 
Valley Association, the vehicle on which 
the program moved, there grew the com- 
pany’s territorial development program, 
and also out of the valley group came 
the Fairmont Coal Bureau, a fuel en- 
gineering service that has contributed 
largely to stabilization of the coal in- 
dustry in the valley. 


West Virginia is primarily a coal-pro- 
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In 1935, 92 areas in 10 counties of the 
Upper Monongahela Valley were with- 
out funds, work or hope, according to the 
Department of the Interior. Annual 
farm income averaged $351 as compared 
with $754 for the nation. Some 55% of 
the farms were tax delinquent. More than 
31,000 families were on relief. Dairy 
production had dropped to a point at 
which even the needs of the valley were 
not met. 

That was the situation when A. G. Spurr 
became president of the Monongahela 
Power Company. 

Today, with a milk surplus, a company 
has set up a milk processing plant. Farm 
income averages $1,450 annually. Payrolls 
have increased $60,000,000 in the last 


seven years. 

This is an article about how a man 
with an idea used the resources of his 
company to help a community lift itself 
by its boot-straps and, at the same time, 
created new outlets for the product of 
the company. 





ducing state, but it has other great re- 
sources waiting to be developed: oil, 
gas, timber and water. Labor supply is 
good. There is room for industrial ex- 
pansion. A number of large industries 
have built plants there and more are 
now on the planning boards. 

But Monongahela is concentrating on 
agriculture because there is room for 
great advancement in the area’s farm- 
ing enterprises. Too hilly for extensive 
cropland development, the state never- 
theless can raise livestock and poultry, 
both of which are in demand for near- 
by metropolitan consumers. Also, the 
principal expansion of power lines in re- 


I’ve 


“T can’t understand it, Martha... 
always made the finest tintypes in the 
country.” 

Frank Adams in Popular Photography 





cent years has been into the rural areas, 
and if the company is to realize on its 
heavy investment in such service, agri- 
culture income must be expanded and 
made more secure. And if the farms 
are to produce more dollars, the avail- 
able land must be used efficiently. Where 
four to five acres are needed now to 
maintain a cow, the ratio should be cut 
to two acres, or even one acre, per cow. 
Against this background the company 
is now involved in problems of soil 
erosion, conservation - reforestration, 
proper land-use, holding water in the 
soil, and various collateral matters re- 
lating thereto. 


The company does not operate alone 
in the various programs. Organizations 
and services like Agriculture Extension, 
the Soil Conservation Service, the State 
Department of Agriculture, the Farm 
Bureau, the schools, chambers of com- 
merce, boards of trade, planning bodies 
and other companies are also involved. 
Mr. Spurr takes the position that his 
company is merely trying to implement 
sound programs with services the com- 
pany is particularly fitted to render— 
electric power, widespread area cover- 
age, promotion and a working force of 
people who have daily contact with the 
industrialist, the merchant, the farmer 
and the housewife. 


Experts Employed 


In prosecuting its program of con- 
servation education, Monongahela em- 
ploys a soil and water conservationist of 
national reputation in that field. An 
Agricultural Director works in closely 
with the farmer and the farm organiza- 
tions, promoting the programs of the 
Extension Service, the Farm Bureau and 
the other recognized agencies. A Farm 
Management Counselor attacks farm 
marketing problems from the angle of 
the statistical analyst; a Rural Homes 
Counselor works closely with the Farm 
Women’s groups and with the youth 
groups—4-H, Future Farmers and Fu- 
ture Homemakers. A Housing Counselor 
does a coordinating job with the real 
estate people and the building supply 
dealers. He has also encouraged the 
forming of Home Builders Clubs— 
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groups of prospective builders who 
have gotten together and studied the 
sound planning of the home before 
construction. 

Another counselor on the staff works 
with retail merchants in assembling and 
distributing market data and_ better 
market methods; a Recreation Counsel- 
or is helping communities set up ade- 
quate recreation programs; and an In- 
dustrial Counselor much of the 
“leg work” that is a part of selling the 
None of these 


does 
area to new industries. 
people sell electricity. They are service 
specialists, not power salesmen. 

For 10 years the power company has 
sponsored a “Farming for Better Liv- 
ing” program to encourage farm fami- 
lies to do a better job. The program 
is active in 25 counties. Bankers, mer- 
chants, doctors and townspeople gener- 
ally join in to support the program, do- 
nating prizes and sponsoring year-end 
honors are 


banquets at which the 


awarded. In several communities, the 
farm families reciprocate by entertain- 


ing the townspeople. 
Bankers Play Part 


In each of the 25 counties participa- 
ting in “Farming for Better Living,” a 
county council directs the program. In 
every instance, a banker is serving as a 
the close of each 


council member. At 


years program, county banquets are 
held. In six counties of the Little Kana- 
wha region, the banks participate by pro- 
viding the meals of the farm families 
who are enrolled in the program. 


In Morgantown, Monongahela County, 
the two local banks provide the prizes 
for a Farm Products Window Display. 
Merchants donate their show windows 
and help to decorate them. The displays 
are entered by the farmers in the pro- 
gram. In Randolph County, three banks 
sponsor a “Pig Ring.” A bank started 
the program which distributed litters 
among 4-H youngsters. The program is 
producing a greatly improved quality 
of swine stock in the county. 

Twelve years ago, Paul Ingram of 
Tyler County would not have been con- 
sidered a fair bank risk. But he had 
some ideas of farm management, so got 
a loan through Farm Security Admini- 
stration. He enrolled in “Farming for 
Better Living.” A few years ago a Tyler 
County bank was so impressed with his 
farming success that it invited him to 
become a director. 


Several banks have added agricultural 
representatives to their staffs get closer 
to the farmer and his problems. 


Aprit 1950 


Planned is a series of “Economic 
Forums,” sponsored jointly by the agri- 
cultural committees of the State Cham- 
ber of Commerce and the State Bankers 
Association. The forums will be held in 
key cities and the principal topics will 
be agricultural economy. 


A newer program is aimed at the 
rural community, designed to encourage 
the community to work for improvement 
of agriculture. education, recreation, 


religion, the home and general commu- 
nity appearance. It’s clicking. In its 
first year, eight communities entered. 
This year, the second, 22 are in. 





New Trust Bulletin 
A new bi-monthly trust mailing piece 
entitled “Forethought”. made its debut 
last month. Published by Montreal 
Trust Company, it is being sent to cus- 
tomers and those interested in the care 
and conservation of estates. 


“Forethought” is more a medium for 
maintaining a friendly contact than for 
actual explanation of the Trust Com- 
pany’s services, the company points out. 
Little of the material will be of techni- 
cal nature and this will be interspersed 
with anecdotes and brief editorials of 
interest to the average reader. 
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ing under Sec. 811 (f), over property 
worth $500,000. X’s heirs must pay the 
proportionate tax on $600,000, i.e. 
160,000 
——— x 180,700—$43,806, 
660,000 
as against $20,700 had there been no 
such power. Thus the faith of Y cost 
X’s heirs $23,106. 


To avoid 
should contain the clause: 


such interference. a_ will 


“Any increase in taxes resulting from 
inclusion by virtue of the tax laws of any 
value into my taxable estate which other- 
wise would not be considered as part of 
it, shall be borne entirely by the benefi- 
ciaries of such inclusions. Therefore, I 
direct hereby the apportionment of federal 
estate taxes and state death taxes to the 
end that the beneficiaries of my true estate 
shall pay no more than the taxes which 
would be payable in the absence of such 
inclusions.” 
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consecutive 


dividend payments 





SOUTHERN CALIFORNIA 
EDISON COMPANY 


COMMON DIVIDEND NO. 161 
PREFERENCE STOCK 

4.48% CONVERTIBLE SERIES 
DIVIDEND NO. 12 
PREFERENCE STOCK 

4.56% CONVERTIBLE SERIES 
DIVIDEND NO. 8 


The Board of Directors has author- 
ized the payment of the following 
quarterly dividends: 


50 cents per share on the Com- 
mon Stock; 

28 cents per share on the Pref- 
erence Stock, 4.48% Convertible 


Series ; 
a 281, cents per share on the Pref- 
y erence Stock, 4.56% Convertible 
Series. 


All three dividends are payable 
April 30, 1950, to stockholders of 
record April 5, 1950. 


T. J. GAMBLE, Secretary 


March 17, 1950 









Kansas Trust Meet 

Trust business in Kansas is experi- 
encing a period of growth which is a 
natural sequence of family accumula- 
tions of sizeable amount during the 
forties, declared W. D. Kinnaman, presi- 
dent of the Sedan State Bank, before 
the Trust Conference of the Kansas 
Bankers Association, of which he is 
vice president. Addressing the group 
which met in Wichita on March 23, Mr. 
Kinnaman asserted that it is time for 
Kansas banks to gain a working knowl- 
edge of the assistance which can be 
rendered to their customers through 
trust services. 

The decision to enter the trust busi- 
ness depends on local conditions, Mr. 
Kinnaman said, taking into considera- 
tion such matters as the availability 
of trust service, the amount and kind 
of property likely to be the subject of 
trust business, availability of compe- 
tent personnel, and the potential re- 
sponsibility. Before a bank closes its 
trust department, it should be mindful 
of the fact the banks as a group have 
“a social obligation to make trust ser- 
and available to the 
\merican people to the extent and only 


vice accessible 
to the extent that such service can be 
rendered on a basis that is reasonably 
profitable and economically sound.” 
Other speakers at the morning ses- 
sion, presided over by Trust Division 
chairman John R. Tucker. who is 
trust officer of the First National Bank 
in Wichita, included Ralph L. Krueger. 
trust officer of Johnson County National 


Founded 
1865 





Bank & Trust Co., Prairie City, who re- 
ported as chairman of the Legislative 
Committee; and Howard T. Fleeson, 
local attorney who discussed state trust 


legislation. 

In the afternoon, Professor John Ise 
of the University of Kansas spoke on 
“Trends in Economic Policy.” He was 
followed by Elmer C. Moore, local 
agent of the New York Insurance Co., 
whose remarks on the development of 
trust planning from an_ underwriter’s 
viewpoint will be summarized later. 


A AA 


Forum For Women 


Since women control 70% of the na- 
tion’s private wealth, the Rhode Island 
Trust Company is offering them a se- 
ries of six that started on 
March 6th and ended on April 10th, on 
“Managing Money.” The series covered, 
“Our Economic System—50 Years in 
Review,” by William G. Sutcliffe, Dean 
of the College of Business Administra- 
tion, Boston University; “Women and 
Money.” by Miss Dorcas Campbell, As- 
sistant vice president, East River Sav- 
ings Bank; “Wills. Trusts and Taxes,” 
by Mrs. Nancye B. Staub, Assistant 
Trust Officer, Morristown Trust Co.; 
“Life Insurance,” by Mrs. Marion Stev- 
ens Eberly, Director, Women’s Division, 
Institute of Life “Invest- 
ments.” by Miss Louise Watson, Invest- 
ment Adviser, R. W. Pressprich & Co.; 
and “Estate Planning.” by Herman T. 
Powers of Powers System of Estate 


& E. 
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Income Tax 


Trust income taxed to beneficiaries 
where trustees had power to distribute 
to themselves as such. Decedent created 
trust for benefit of wife and three chil- 
dren. Children were appointed trustees. 
Wife was entitled to income from trust 
up to $6,000 annually. Excess, if any, 
was distributable to children in discre- 
tion of trustees. Commissioner deter- 
mined that income of trust in excess of 
$6,000 was taxable to _ beneficiaries, 
whether distributed or not. Beneficiaries 
paid tax and brought suit for refund. 


HELD: Refund denied. Income was 
taxable to beneficiaries whether distrib- 
uted or not. While beneficiaries did not 
have unfettered command over income 
of trust available for distribution, such 
fetters were more technical than real. 
There were no limitations such as to 
prevent income from being taxed to them 
within contemplation of Section 22(a) 
of Internal Revenue Code. Spies v. U. S., 
C.A.—8, Feb. 23, 1950. 


Distribution from trust of amount 
equivalent to 5% of principal was tax- 
able as income. Taxpayer’s father crea- 
ted trust providing that net income dur- 
ing life of taxpayer should be added to 
principal of trust, and thereafter be 
considered as principal. Trustees were 
to pay taxpayer annually 5% of fair 
market value of principal as determined 
annually upon appraisal in manner set 
forth in will. Income of trust was $24,- 
348 for 1944 and taxpayer received $18,- 
356, which she included in her income 
for that year. Subsequently, taxpayer 
brought suit for refund of tax on ground 
that payment constituted a bequest of 
principal and not distribution of income. 


HELD: Refund denied. Since amount 
distributed to taxpayer was less than 
income of trust, no invasion of principal 
was required, and distribution was tax- 
able under Code Section 162(d) (1). 
Provision in will cannot change charac- 
ter of actual earnings of trust after 
death of testator by simply changing 
name of the earnings from income to 
principal. Smith v. Westover, U. S. Dist. 
Ct., S.D. Calif., Feb. 20, 1950. 


Rent paid by grantors to trust created 
for their children is deductible. Taxpay- 


ers were members of partnership en- ° 


gaged in coal mining business. On Janu- 
ary 3, 1944, they created irrevocable 
trusts for benefit of their children, and 
conveyed thereto tract on which railroad 
siding used in their mining operations 
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Tax Attorney, Newark, New Jersey 


was located, and also tract of coal land, 
with understanding that properties were 
to be leased back to taxpayers, who were 
to continue to operate them under part- 
nership agreement. One day later, tax- 
payers made agreement with trustee 
whereby they were to pay rental for 
siding, based on number of tons of coal 
loaded, and rental for coal property 
based on number of tons of coal mined. 
In 1944 taxpayers paid trustee $20,481 
as royalties and rentals and took deduc- 
tion for same on their income tax re- 
turns. Tax Court held that taxpayers 
merely made gift of their partnership 
income in amount of rents and royalties, 
and these were not deductible as rents 
or royalties, or ordinary or necessary 
business expenses. 

HELD: Reversed. Taxpayers were 
legally obligated to pay rents and royal- 
ties. Although situation was created vol- 
untarily by taxpayers, fact remained 
that they were bound to pay rents and 
royalties just as if they had leased 
properties from third party. Brown v. 
Comm., C.A.—3, Feb. 28, 1950. 


Power to amend trust does not render 
income taxable to person holding such 
power. Taxpayer’s father created a trust 
in 1931 for benefit of grandchildren. 
Since they were quite young and trust 
was to be in existence for a considerable 
period of time, power to amend was 
given to taxpayer, father of four of 
beneficiaries. He amended trust instru- 
ment so as to change amount of income 
grandchildren were to receive and to 
defer, for a short period beyond age of 
twenty-five, distribution to them of 
their portion of principal. Another 
amendment was made to provide that 
payment of $4,000 per year for each of 
taxpayer’s two daughters should be 
made to his divorced wife in whose cus- 
tody they were. Commissioner deter- 
mined that last amendment amounted to 
use of trust income by taxpayer to sat- 
isfy his obligation under divorce decree 
to make payments to daughters for their 
support, and thus income was taxable 
to him. 


HELD: Income was taxable to benefi- 
ciaries. Power of amendment was a 
power in trust, and taxpayer had no 
right to amend trust for his own bene- 
fit. Amendments made by him did not 
change nature of his power, and there 
was no intention on his part to make 
such change. Allen v. Nunnally, C.A.—5, 
Feb. 27, 1950. 


Income of trust taxable to trustee 


where she had unfettered control over 
distributions. Taxpayer was beneficiary 
of four trusts, of which she was also 
trustee. Trusts were identical and irre- 
vocable. Upon death of grantor (tax- 
payer’s husband), principal of each 
trust was to be paid over to such per- 
sons as grantor appointed by deed or 
will. In default of exercise of power of 
appointment, principal of three trusts 
was to devolve to one of their three chil- 
dren and that of fourth trust to three 
children equally. Trustee had power “in 
her discretion to pay all or part of the 
net income annually to me or herself, in 
accordance with our respective needs, of 
which she shall be the sole judge, and to 
accumulate and add to principal the 
balance of such income, if any.” 


For years 1938-1941, income of trusts 
was $164,800, of which trustee distribu- 
ted $42,000 to herself and $100,000 to 
her husband. Neither included in their 
income tax returns any of the sums dis- 
tributed. Commissioner included in tax- 
payer’s income entire amount for four 
years involved, on theory that she had 
unfettered command of income, and was 
free to have it distributed to herself. 


HELD: Commissioner sustained. 
Quoted clause gave taxpayer command 
over disposition of annual income of 
trusts, which was too little fettered to 
be regarded as less than absolute for 
purposes of taxation. She could not 
escape taxation on income of trusts with- 
out showing that she could have been 
compelled by a Court to give same to 
her husband. Funk, 14 T.C. No. 26, Feb. 
14, 1950. 


Estate of decedent taxable only on 
one-half income from property owned in 
community property state. Decedent and 
husband owned property in community 
in Texas. During period of administra- 
tion of estate, only one-half income from 
entire community property was reported 
by estate. Commissioner determined that 
estate was taxable on entire income. 


HELD: Estate was taxable on income 
from one-half of property only, namely, 
half that belonged to estate. Tax Court, 
in holding that it was bound by Barbour 
v. Comm., 89 Fed. (2d) 474, had com- 
pletely misread and misapplied that 
case. Estate of Blackburn v. Comm., 
C.A.—5, March 2, 1950. 


Corporation not dealing in own shares 
so as to be taxable on gain from sale 
of its own stock. Some months before 
death of stockholder of taxpayer corpo- 
ration, he and other stockholders had 
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agreed on $100 as proper price for each 
share. By decedent’s will, his executors 
were directed to sell his 556 shares to 
corporation, at agreed price of $100 per 


share. Corporation purchased shares 
for $55,600, and held them as Treasury 
stock. Subsequently corporation sold 


236 shares of the stock at $150 per share. 
Commissioner determined that corpora- 
tion had short term capital gain of 
$11,800. 


HELD: Excess of selling price over 
purchase price was not taxable gain. 
Readjustment in capital structure is 
not taxable. If a corporation deals in 
its own shares as it might in the shares 
of another corporation, resulting gain is 
subject to tax. Here, agreement provided 
for allotment of stock to other stock- 
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editions and the new Tenth Edition 


THE LEGISLATIVE HISTORY 


Of any given provision of the Code 
covering Income, Estate and Gift Taxes 
from 1913 to 1949 may be traced by 
reading and comparing the exact lang- 
uage in effect during these 37 years. 


SECOND, EIGHTH, NINTH AND 
TENTH EDITIONS CORRELATING 
LAWS FROM 1913 TO 1949 NOW 
AVAILABLE IN THREE VOLUMES 


Price $35.00 Per Volume 
All 3 Volumes in One Order, $90.00 


TAX LAW PUBLISHING CO. 
Continental Bldg., Washington 5, D. C. 
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holders desiring to purchase it. There- 
fore, since transaction was contractual 
one and not carried out for purpose of 
profit, corporation was not dealing in 
own shares as it might in shares of 
another corporation. Porter v. Comm., 
14 T.C. No. 37, Feb. 28, 1950. 


Income from _ partnership interests 
conveyed in trust taxable to grantors. 
Taxpayers were members of partnership 
formed in 1943 to engage in business of 
handling coarse flour on brokerage basis, 
and to purchase and sell mill feed. On 
January 4, 1944 each conveyed his part- 
nership interest to himself as trustee, 
under trust instrument in which mem- 
ber of his immediate family was named 
sole beneficiary. Immediately thereafter, 
taxpayers, as trustees, together with 
other partners, formed new partnership 
which continued business operation, in 
same manner and under same name as 
prior partnership. Commissioner deter- 
mined that income paid to beneficiaries 
in 1944 was taxable to grantors. 


HELD: Commissioner sustained. Fact 
that taxpayers in creating trusts com- 
pletely surrendered all ownership of 
their partnership interests was not con- 
trolling. Where income is derived from 
capital, tax liability for such income 
follows ownership. Where it flows from 
labor, issue is who “earned” income. 
Where income stems from combined 
labor and capital, test is personality who 
“produced” the income. Here, income re- 
ceived by trusts was produced by con 
certed efforts of taxpayers and other 
partners, through their unique knowl- 
edge, experience and contacts in in- 
dustry. Income, therefore, was taxable 
to grantors, not to beneficiaries of trusts. 
Stanton v. Comm., 14 T.C. No. 27, Feb. 
14, 1950. 


Estate Tax 


Election by insured of payment under 
option not effectively made. Proceeds in- 
cludible in estate of beneficiary. Dece- 
dent’s mother carried two policies of 
insurance in amount of $25,000 each, 
with her five children designated as 
beneficiaries. Subsequently, mother di- 
rected that only two sons be named 
beneficiaries. At same time, she stated 
that she wanted proceeds retained un- 
der Option 1, with interest payable an- 
nually to beneficiaries until each son 
attained age 35. She did not reduce this 
expression to an actual election, how- 
ever. On death of mother in 1939, both 
beneficiaries were minors, and guardian 
was appointed. Guardian immediately 
elected settlement under Option 1. Upon 
death of one of beneficiaries in 1944, 
Commissioner determined that exercise 
of option was made by him and not by 
mother, and further that it was made 
in contemplation of death. 


HELD: Commissioner is_ sustained. 
Mother’s election of Option 1 was not 
effectively made during her life. Conse- 
quently, when guardian directed com- 
pany to pay proceeds under Option 1, 
there was a transfer sufficient to bring 
value of decedent’s interest in those 


proceeds into his gross estate within 
meaning of Code Section 811(c). Tuohy 
Est. v. Comm., 14 T.C. No. 30, Feb. 17. 


Trusts created by decedent and wife 
held reciprocal. Wife’s trust includible 
in decedent’s estate. Decedent and his 
wife each created trust within six days 
of each other, each one being named as 
life beneficiary in trust created by other. 
Decedent’s wife, who had means of her 
own, activated by impending increase in 
gift tax rates, consulted first with one 
of her sons and then with her family 
lawyer, as to the advisability of creating 
trust. Decedent, also prompted by pros- 
pective increase in gift tax rates, re- 
viewed with family lawyer the idea of 
establishing a trust. He did not discuss 
it, however, in connection with trust 
created by his wife. Upon death of hus- 
band, Commissioner held trust created 
by wife was includible in his estate. 


HELD: For Commissioner. Trusts 
were reciprocal and trust created by 
wife was includible in deceased hus- 
band’s estate. Although District Court 
found that trusts were independently 
created, Appellate Court everruled it 
on basis of “virtually irresistible infer- 
ence drawn from the undisputed facts.” 
Situation was same as if decedent had 
been settlor of trust created by his wife. 
Trust was then regarded as one he made 
in which he retained a life income. Orvis 
v. Higgins, C.A.—2, Feb. 2, 1950. 


NOTE: Technical Changes Act of 
1949 enables persons still living to es- 
cape tax consequences of this type situ- 
ation by effecting a tax-free release of 
their rights in reciprocal trusts created 
prior to January 1, 1940, on which gift 
tax was paid. Release must be made 
before December 31, 1950. 


A A A 


Institute on Business and 
Personal Estate Planning 


An Institute on Comprehensive Estate | 


Planning will be sponsored by the Amer- 
ican Society of Chartered Life Under- 
writers at the University of Connecticut, 
Storrs, during the period July 31 through 
August 11, according to an announce- 
ment by Laurence J. Ackerman, Dean of 
the School of Business Administration 
and Director of Institutes. The first week 
will be devoted to personal estate plan- 
ning, the lecturers including Joseph 
Trachtman (N. Y. legal editor of T&E), 
David Stock, Raymond W. Hilgedag, Dr. 
Karl Sholz, Dr. Walter C. McKain and 
Thomas J. Dodd. 

The second part of the program will 
deal with business aspects of estate plan- 
ning, and will feature Michael D. Bach- 
rach, Denis B. Maduro, Henry Cassorte 
Smith and Mr. Ackerman. 


Enrollment is limited to 60 men, at 4 
fee of $180, with $50 payable on appli- 


cation to the Director. Registration closes 


April 30. 
A A A 
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CURRENT LITERATURE NOTES 


Books 


Federal Income, Estate and Gift Tax 
Laws, Correlated — Tenth Edition 


WALTER E. BARTON. Tax Law Publishing 
Co., Washington, D. C. 893 pp. $35. 


While the price of this work may seem 
at first blush to be high for a single 
volume, the experience of those who have 
used the prior editions during the past 
thirty years indicates that the cost is re- 
turned many times over through the sav- 
ing of valuable hours of research time. 
This unique correlation of the taxes in 
effect during the years 1944 through 1949 
shows in easily accessible manner the 
chronological development of each pro- 
vision of the Code dealing with income, 
estate and gift levies. Since it is frequent- 
ly the case that the significance of a 
particular section can be correctly eval- 
uated only by an analysis of the history 
of the language, Mr. Barton’s method of 
presentation obviates the necessity of 
painstaking investigation and compar- 
ison of the original version and subse- 
quent amendments. 

Beyond showing the text of the laws 
applicable during this period (and most 
tax problems arise under a law existing 
in some prior year), with the amend- 
ments indicated by various kinds of type, 
this edition gives the year of origin and 
original source of each section, with a 
cross reference to the author’s second, 
eighth and ninth editions which have 
been combined into two volumes to give 
a complete evolution of the law from 1913 
through 1949. A special offer is made of 
$90 for the three volumes. 

A list of those who have found this 
service invaluable in day-to-day practice 
as well as litigation reads like the ““Who’s 
Who” of the tax field. No finer testimonial 
could be given. 


Tax Systems — Twelfth Edition 


Commerce Clearing House, Inc., Chicago. 488 


pp. $15. 

Here is a mine of information on the 
tax laws and statistical information of 
all of the United States and several 
score foreign countries. In convenient 
chart and table form, it shows the current 
tax base, rate, due date and payee for a 
great number of different kinds of taxes 
including income, estate, inheritance and 
gift. Such information is given for each 
estate and also comparatively. Collections 
from the various forms of levies are also 
set forth. 


Widows Wise and Otherwise 


GLADYS DENNY SHULTZ. J. B. Lippincott 
Co., Philadelphia. 285 pp. $3.50. 


This warmly written book is designed 
as “a practical guide for the woman who 
has lost her husband.” While a good por- 
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tion of it is devoted to the emotional side 
of widowhood and personal readjustment 
problems, the story is, in this reviewer’s 
judgment, most valuable for the financial 
advice which it offers. 

In this connection, our readers will be 
particularly interested in the strong rec- 
ommendations for trust department ser- 
vices (which are explained in brief and 
lucid style), for the advice of a com- 
petent attorney, and for the valuable 
options under insurance policies. Many 
a forceful quotation will be found in these 
pages. 


Lifetime and Testamentary Estate 
Planning 
HARRISON TWEED and WILLIAM PAR- 


SONS. American Law Institute, Philadelphia. 
132 pp. $2.00. 


This paper-bound book, published last 
year, is a compact discussion of the non- 
tax as well as tax considerations involved 
in estate planning, designed primarily 
for the general practitioner but valuable 
also to the expert. About thirty pages 
are devoted to forms of wills and trust 
instruments, with an additional twenty- 
six for explanatory comments keyed to 
the forms. The forms are said to be 
usable, with slight modifications, in al- 
most every jurisdiction. 


ARTICLES 
(Church and Spiegel ) 


Various articles. 


Just as the Church and Spiegel de- 
cisions of January 17, 1949, provoked a 
plethora of articles, so does the Technical 
Changes Act of 1949 threaten a similar 
deluge of periodical literature on the 
new rules for estate taxation of inter 
vivos trusts such as were involved in 
those cases. Renewing the policy adopted 
in the prior situation, we will this month 
note the first articles to appear on the 
subject, and merely list the subsequent 
entries in future issues. 


The February issue of The Yale Law 
Journal contains a paper by Boris I. Bitt- 
ker which traces the “bizarre story of 
two decades of legislative-judicial rival- 
ry.” The reconciliation of conflicting de- 
cisions by the new Spiegel-type rule is 
a mélange, says Prof. Bittker, pointing 
out the divergent rules depending upon 
whether the trust is created before or 
after October 7, 1949. Particular atten- 
tion is given to the power of appoint- 
ment and the Goldstone situation. Writ- 
of the refund provision, the author cites 
the discrimination against those trustors 
who, warned by previous trends of the 
possibility of estate tax liability, relin- 
quished their reversionary interests and 
paid gift tax; no relief is provided for 
them. 

Turning to the Church legislation, the 
article levels criticism at the Congression- 
al relief extended to the relinquishment 
of the settlor’s life estate without pay- 
ment of the gift tax. The writer’s con- 
tention is that the settlors of pre-1931 
trusts were not “disappointed” when the 
remainders of such trusts were made tax- 
able in their estates, because they had 
not expected such tax freedom. Therefore, 
no relief was justified. Likewise, exclu- 
sion of a release from the taint of con- 
templation of death is deplored. 

The March issue of Tax Law Review 
includes an excellent article by Edmund 
W. Pavenstedt in which he gives four 
illustrations of inequitable results possi- 
ble under the new law. In one, taxability 
depends upon fortuitous time of death or 
inaction by the settlor; in another the 
relinquishment of a reverter would give 
rise to estate tax whereas release of a 
more valuable life estate would not; in 
the third, refund would be denied where 
an insignificant reverter resulted in tax 
while it would be allowed despite the fact 
that a valuable life estate would not 
lead to taxation; and finally, the tax 
consequences are the same whether an 
express reversionary interest is valued 
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at 90% or 10% of the property trans- 
ferred. 


Mr. Pavenstedt offers a more detailed 
history of the judicial and legislative 
developments in this area than the Bitt- 
ker article, thus providing a clearer in- 
sight into the implications of the law 
as finally enacted. He ends on the note 
that, as in 1931, Congress in 1949 again 
“served as an invaluable brake on the 
(Supreme) Court.” 


The constitutionality of the provision 
taxing a transfer despite the non-reten- 
tion of any interest in the grantor, is 
questioned by Dean Charles L. B. Lown- 
des in the February issue of Vanderbilt 
Law Review. It is argued that this por- 
tion of the new statute could not pass 
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the testamentary transfer test inasmuch 
as no interest passes on death. Nor does 
it appear to provide a reasonable method 
of preventing avoidance of the estate 
tax, another possible criterion. The anal- 
ogy of the life insurance situation, where 
tax is levied although nothing passes at 
death, is distinguished by the author. 


The last of the articles to be noted 
here appears in the March issue of 
Taxes. Written by Ray A. Brown and 
William G. Moore, it is a general review 
of the background of the Church and 
Spiegel decisions, and a summary of the 
Technical Changes Act in these respects. 


Equalization of Tax on All Individ- 
uals with the Same Aggregate In- 
come Over Same Number of Years 
M. FRANCIS BRAVMAN. Columbia Law Re- 
view, January. 

The author proposes a “practical aver- 
aging method which would give continu- 
ity to federal income, allow payment of 
the tax when the individual is able to 
pay, and at the same time equalize the 
tax on fluctuating and stable incomes.” 
The plan is based upon the so-called “pro- 
gressive averaging” method. It is a life- 
time system which evens up the fat and 
lean years. 

Under the proposed plan the taxpayer 
would continue to file a return each year, 
computing his tax as he has always done. 
The one change he would make is to 
carry forward the “average income” from 
the return for the previous year and pay 
his tax or claim a refund, depending 
upon whether his average income in- 
creased or decreased over the previous 
year. 


Estate Planning 


Tennessee Law Review, February. 


This issue contains papers presented 





at the Tenth Annual Law Institute of 
the College of Law, University of Tennes- 
see. The first is one by Professor A, 
James Casner of Harvard Law School, 
on “Significant Tax Considerations in 
Formulating an Estate Plan.” The sec- 
ond is “Estate Planning from a Lawyer’s 
Viewpoint,” by Gilbert T. Stephenson. 
Another article, by Henry H. Fuqua of 
the Memphis Bar, is entitled “Life In- 
surance and the Marital Deduction.” 


Common Disaster 


LELIA E. THOMPSON. Life Association News, 
February. 


This brief article deals with some of 
the problems involved when the insured 
and the beneficiary of a life insurance 
policy suffer simultaneous deaths. Sug- 
gestions for use of the deferred settle- 
ment provisions are offered to avoid some 
of the difficulties of proximate deaths, 
and cautions are raised with respect to 
the marital deduction requirements in 
this connection. 


Taxes, Insurance and Stockholder- 
Survivor Agreements 


AARON L. DANZIG. Taxes, March. 


The tax questions to be watched when 
using life insurance to implement buy 
and sell agreements are pointed out in 
this article. They are: estate tax lia- 
bility of decedent’s estate for insurance 
proceeds; income tax liability of cor- 
poration for proceeds; income tax lia- 
bility of stockholder for premiums paid 
by corporation; deductibility of premiums 
by corporation; income tax liability of 
corporation accepting assignment of pol- 
icy from stockholder; and capital gain 
and loss consequences to surviving stock- 
holder when corporation purchases 
stock. 
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ASSETS — Protection — Trustee 
Guilty of Breach of Trust Through 
Non-Action 


Michigan—Supreme Court 
Hertz v. Miklowski, 326 Mich. 697. 


Testatrix left a portion of her residu- 
ary estate in trust for her daughter, 
Martha, and her grandchild, Dorothy, a 
minor, and provided that Martha should 
receive certain income from the trust 
with the trust to terminate and Dorothy 
to receive the corpus when she became 
twenty-five years of age. The corpus con- 
sisted in part of real estate, which be- 
came in arrears for taxes. The trustee 
advised Martha of this situation and that 
there were no assets in the trust that 
could be used to pay these back taxes, 
and the trustee requested Martha to do 
so. She refused. The trustee did not ad- 
vise Dorothy of the situation with re- 
spect to the property, and subsequently 
the premises were lost to the trust by 
reason of the tax arrearages. 


The Trustee in 1940 filed an account- 
ing with the court from which it appear- 
ed that the land was lost to the trust 
through the tax arrearages. Martha and 
Derothy brought suit against the trustee 
for breach of trust. 


HELD: The trustee was guilty of 
breach of trust insofar as Dorothy was 
concerned, for she was a minor. Even 
though a showing was made that the 
property was practically worthless, of 
which situation the mother of the minor 
was fully advised, nevertheless the trus- 
tee, insofar as the minor was concerned, 
failed to have a guardian ad litem ap- 
pointed and to obtain the permission of 
the court to abandon the minor’s interest 
and thus committed a breach of trust. 


CHARITIES — Who Can Object to Ex- 
cess Gifts by Will 


California— District Court of Appeal 


Estate of Davison, 96 A.C.A. 264 (Feb. 28, 
1950). 


Section 41, California Probate Code, 
restricts bequests to charity (with cer- 
tain exceptions) to one-third of the es- 
tate. The restriction applies only where 
the testator leaves a spouse, brother, sis- 
ter, nephew, niece, descendant, or an- 
cestor, surviving him. The statute does 
not give anything to any of the relatives 
mentioned unless such relative takes a 
part of the estate under a substitutional 
or residuary devise or under laws of 
succession because of absence of other 
effective disposition. 

Davison devised the residue of his es- 
tate to a charitable foundation and pro- 


vided that if the foundation could not 
take all the residue, the part to which 
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RECENT FIDUCIARY DECISIONS 


it was not entitled should go to six 
named legatees, only one of whom, Mil- 
ton, a son, was a relative of the testator. 


HELD: The only legatee who could 
object to excess gift to charity was the 
son since he was the only relative. He 
was entitled to one-sixth of the excess, 
and remainder of residue, even though 
in excess of one-third, went as will di- 
rected. Law in effect at time of testator’s 
death, not that in effect when he made 
the will, determines extent to which 
charities can take. 


CLAIMS — Failure of Executor to 
Contest Claim Within Statutory 
Period 


Tennessee— Supreme Court 
Wilson v. Hafley, 226 S. W. (2d) 308. 


Defendant Wilson qualified as executor 
of an estate on March 10, 1945. On March 
27, 1945, complainant filed a claim 
against the estate, but the clerk of the 
court in which the estate was being ad- 
ministered incorrectly indexed the claim. 
He failed to place it with other papers 
relating to the estate and later advised 
the executor and his attorney that no 
claims had been filed against the estate. 
The claim was never contested, therefore, 
and the period for filing exceptions 
elapsed. On March 30, 1946, the executor 
was discharged and distribution of the 
estate ordered. 

Complainant now sues the executor 
and beneficiaries for the amount of his 
claim. Defendants filed a plea in abate- 
ment, contending that the decree which 
ordered distribution of the estate was 
res adjudicata against complainant. Ob- 
jections to the form of the claim were 
also raised. The plea was overruled, and 
after defendants had filed an answer, 
the trial court gave judgment for com- 
plainant, holding that when a claim is 
duly filed and is uncontested it has the 
effect of an adjudication against the es- 


tate, in the absence of fraud or mutual 
mistake of fact. The Court of Appeals 
reversed on the grounds that there had 
been a mutual mistake and that the exe- 
cutor should be afforded an opportunity 
to determine the merits of the claim. 


HELD: Judgment of the Court of Ap- 
peals reversed and decree of trial court 
reinstated. The form of the claim was 
sufficient, and since no exceptions were 
filed, the claim had the force of a binding 
adjudication between the parties. The 
mistake of the clerk is not binding on 
complainant, who had a right to assume 
that his claim would be allowed, in the 
absence of exceptions. Defendants had 
no right to rely upon the word of the 
clerk but should have personally exam- 
ined the records. 


Since the claim amounts to a judgment, 
the decree terminating administration is 
not res adjudicata against complainant. 
No basis for a mutual mistake of fact 
exists, since the mistake was not between 
complainant and defendants, but solely 
between defendants and the clerk. Claim- 
ant in no way participated in or con- 
tributed to the mistake and should not 
be prejudiced by it. 


COMPENSATION — Petitions by At- 
torneys for Allowance for Fees May 
be Brought at any Time During 
Administration of Estate 


Massachusetts—Supreme Judicial Court 


Condon v. Haitsma, 1950 A.S. 235; Feb. 10, 
1950. 


Petition by an attorney under G. L. 
215, §39A, to have his fees determined 
and allowed (See Newhall, Supplement, 
§24A). More than a year had elapsed 
since he had rendered any services to 
the estate, and the administrator con- 
tended that the claim was barred by the 
special one year statute of limitations 
prescribed by G. L. 260, §11. 


HELD: While a claim under G. L. 215, 
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$39, would be barred by the statute, the 
new law, G. L. 215, §39A, extends the 
period by providing that a petition un- 
der it may be brought at any time during 
the administration of the estate. Hence 
the claim was not barred, as the estate 
was still open. 


DISTRIBUTION — Qualification as 
“Lawful Issue” Where Child Born 
of Invalid Marriage 


Missouri—Supreme Court in Banc 


Bernheimer v. First National Bank of Kansas 
City, 225 S. W. (2d) 745. 


Testatrix, who died in 1937, domiciled 
in Missouri, created a testamentary trust 
in personalty in favor of her son E. J. B., 
Sr. for his life, remainder to the “lawful 
issue of the body” of E. J. B., Sr. Con- 
tingent gifts to two charities were pro- 
vided in the event he died without is- 
sue. The named trustees were E. J. B., 
Sr., the defendant bank, and another. 


At testatrix’ death, E. J. B., Sr. was 
married to one Sally. No children were 
born of the marriage and the spouses 
separated in April, 1941, the father leav- 
ing the family domicile in Missouri and 
removing to California. In the same 
month, E. J. B., Jr. was begotten out of 
wedlock by E. J. B., Sr. and one Verone. 
On January 26, 1942, E. J. B., Sr. se- 
cured an interlocutory decree of divorce 
from Sally in Mexico. On February 5, 
1942, E. J. B., Sr. and Verone were 
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married in Nevada. On February 9, 1942, 
E. J. B., Jr. was born. On August 21, 
1943, Sally obtained a decree of divorce 
from E. J. B., Sr. in Missouri. On Sep- 
tember 4, 1943, E. J. B., Sr. and Verone 
were again married in Nevada. 


In 1944, a declaratory judgment pro- 
ceeding was brought by E. J. B., Jr. 
through his father as next friend, to 
establish his status as “lawful issue of 
the body” of his father within the mean- 
ing of his grandmother’s will. Defendants 
were two of the trustees, the two char- 
ities, and a guardian ad litem for unborn 
issue. 

The trial court held that plaintiff’s 
rights under the will must be determined 
by the law of Missouri; that the intent 
of testatrix must be determined from 
the will alone because it was ambiguous; 
that the Mexican divorce was invalid; 
that the Missouri divorce was also in- 
valid; that the two Nevada marriages 
were therefore invalid under the law 
of Missouri, and that, therefore, plaintiff 
was an illegitimate child and not the 
lawful issue of his father. Attorneys’ fees 
from the trust estate were allowed to 
attorneys for the two testamentary trus- 
tees and the guardian ad litem for un- 
born issue, but were denied to attorneys 
for the plaintiff, his father, and the two 
charities. Plaintiff and certain of the 
defendants appealed. 


HELD: Reversed and remanded with 
directions to enter a decree in conformity 
with the opinion. Even though plaintiff 
might predecease his father, he had suf- 
ficient present interest in the trust estate 
to maintain the suit because, as construed 
by the Court, it was provided in the will 
that income could be paid for plaintiff’s 
support and maintenance during the life- 
time of his father. There is no ambiguity 
as to the identity of the person or prop- 
erty referred to in the will, hence the 
testimony of the scrivener as to what 
testatrix told him she intended by “law- 
ful issue” was properly excluded. 


The will must be construed under the 
laws of the state (Missouri) where the 
testatrix resided, made it, and died. Even 
though plaintiff’s parents were never leg- 


ally married so as to render applicable 
the first of Missouri’s legitimation stat- 
utes (Sec. 315 R. S. Mo. 1939), he was 
legitimated under the second statute 
(Sec. 316, R. S. Mo. 1939) even though 
his parents’ marriage was not declared 
void by court decree and even though only 
one of the parents (Verone) entered into 
the marriage (the first Nevada mar- 
riage) in good faith. It was not necessary 
that plaintiff be conceived, as well as 
born, in the wedlock of a marriage which 
one or both parents believed to be legal 
but was in fact void. 


With respect to the allowance of at- 
torneys’ fees, it was true that the term 
“lawful issue” has a definite meaning in 
law, yet legitimate doubts as to the 
meaning and application of a will may 
arise on extraneous facts and on the law 
alone. Here there was a legitimate dis- 
pute on questions vital to all of the 
parties and important to the trustees in 
charting a course for the administration 
of the trust estate. Consequently the 
Court in its discretion could and did per- 
mit allowance of attorneys’ fees and tax- 
able court but not personal ex- 
penses, to all parties, including plain- 
tiff’s father, out of the trust estate. 


costs, 


DISTRIBUTION —— Adopted Child of 
Son Not Included in Bequest to 
Issue of Son 


New York-—Surrcgate’s Court, Kings County 
Matter of Volimer, N. Y. L. J., March 27, 1950. 


The testator created a testamentary 
trust for the benefit of his wife for life, 
remainder to such of his three named 
children as were living at his wife’s 
death, or to the issue of such of his 
children as were then deceased, with al- 
ternative provisions in the event that 
a child died leaving no issue. One son 
survived the testator but predeceased 
the life beneficiary, leaving only an 
adopted child surviving him. This child 
had been adopted after the testator’s 
death. 

HELD: The adopted child is not en- 
titled to a share of the remainder. The 
term “issue” normally means lawful de- 
scendants of the blood, and there is no 
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indication that the testator used the word 
in a different sense. 


DISTRIBUTION — Widow Does Not 
Cease to be Heir of Deceased Hus- 
band by Remarrying 


Massachusetts—Supreme Judicial Court 


Newton-Waltham Bank & Trust Co. v. Miller, 
1950 A. S. 191; Feb. 8, 1950. 


Conner created a trust, the income to 
be paid to himself for life an dafter 
his death to his son Frank until the lat- 
ter reached the age of forty, when the 
principal should be paid to him. If he 
predeceased his father before reaching 
forty, the principal should be paid to 
his then heirs at law. Frank died before 
his father, not having reached forty. He 
was survived by a widow and one son, 
both living when the father died, but the 
widow had remarried. The question was 
whether she could still claim as an heir, 
the heirs being determined as of the 
date of the donor’s death by virtue of 
the use of the word “then.” 


HELD: The widow did not lose her 
status as an heir of Frank by remarry- 
ing, and she was entitled to one-third of 
the estate. 


GiFTs — Trustee Account in Savings 
Bank Belongs to Estate Where 
Beneficiary was to Dispose of Pro- 
ceeds According to Memorandum 
Void as Testamentary — Benefici- 
ary Named in Savings Bond (P. O. 
D.) Takes 


Massachusetts—-Supreme Judicial Court 


Reynolds v. Reynolds, 1950 A. S. 109; Feb. 3, 
1950. 


Decedent, on the eve of an operation, 
put a bank account in his name in trust 
for his son James and handed it to James 
in a sealed envelope, with other sealed 
envelopes to be delivered to other mem- 
bers of the family, also a memoradum; 
all to be returned if he survived. He did 
survive, and the envelope with the bank 
book was returned to him. He made 
several withdrawals afterwards. A little 
later he went to the hospital again and 
again delivered the bank book to his 


son. This time the father died and the 
son withdrew the money from the bank, 
dividing it between two sisters in ac- 
cordance with a memorandum given him 
by his father. 


There was also a block of U. S. Series 
G bonds in the father’s name, payable 
on death to the son. They were in a bank 
for safekeeping and the father sent the 
receipts to the son. After the death, the 
son cashed them and put the money in 
the bank. 


The memorandum left by the decedent 
was testamentary in its nature and re- 
quested the son to divide the money into 
four equal parts for the widow, two 
daughters and himself. There were also 
other dispositions. The probate judge 
found that the father did not intend to 
transfer the beneficial title to James 
either as to the bank accounts or the 
bonds except as provided in the memo- 
randum; and that the memorandum was 
void because it was testamentary. He or- 
dered that all the money be paid to the 
administrator. 


HELD: First, the attempted testa- 
mentary disposition did not create a valid 
trust. 


Second, there was no error in the find- 
ing that the father did not intend that 
the trust of the savings bank account 
should take effect in favor of the son 
alone if the memorandum did not become 
effective, and the decree of the judge was 
proper as to the savings bank deposit. 
The respondent was not helped by St. 
1948, c. 75, now G. L. 186, §384A (See 
Newhall, Supplement, page 48). 


Third, the U. S. bonds presented a dif- 
ferent proposition. Under Treasury reg- 
ulations if the registered owner dies wtih- 
out having cashed the bonds, the bene- 
ficiary (i.e., the p.o.d.) will be recog- 
nized as the sole and absolute owner and 
no trust can be implied. Accordingly the 
decree of the probate judge was in er- 
ror so far as the proceeds of the bonds 
are concerned, since a state court has no 
control over the bonds. They belonged 
to the son free of any trust. 
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JURISDICTION — Power of Probate 
Court to Try Title to Assets of Es- 
tate 


North Dakota—Supreme Court 
In re Randalls’ Estate, 40 N. W. (2d) 446. 


The decedent was an elderly unmar- 
ried man who claimed to have no living 
relatives. Shortly before leaving North 
Dakota for Arizona for his health, he left 
some personal effects, including keys, 
with the appellant, and told the appellant 
that if he did not come back the appel- 
lant could keep everything. The appellant 
was appointed special administrator and 
the safety deposit box was opened with 
one of the keys left with appellant. 


The appellant made claim to $2,997 
in currency found in the safety deposit 
box as being his own money by virtue 
of a gift causa mortis. A regular admin- 
istrator was appointed and the appellant 
filed his report as special administrator 
in the probate court claiming the cur- 
rency as his own property and refusing 
to turn it over to the administrator. The 
probate court and the District Court on 
appeal held that the currency was an 
asset of the estate and ordered the ap- 
pellant to turn over the money to the ad- 
ministrator. 

HELD: The probate court has no jur- 
isdiction to try title to assets of the es- 
tate as a general rule, and this case does 
not present any exception because upon 
appointment of the general administrator 
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the special administrator had no further 
duties to perform and no further right 
to control the estate. A new proceeding 
must be brought in the District Court to 
determine title to the money.The filing 
of an inventory by the special admin- 
istrator listing the money will not preju- 
dice the right of the special administra- 
tor to press his individual claim to the 
fund. 


LIFE TENANT & REMAINDERMAN — 
Reserve for Depreciation of Real 
Estate Necessary 


New York—Surrogate’s Court, Kings County 
Matter of Kellogg, N. Y. L. J., March 22, 1950. 


Must a trustee set aside out of income 
a depreciation reserve on real property 
held in trust? The Surrogate’s Court of 
New York County held in two recent 
decisions that it was improper to main- 
tain such reserve (Matter of Ottman, 
N.Y.L.J. Jan. 3, 1950 and Matter of 
Davies, N.Y.L.J. Feb. 6, 1950). The 
decisions of the Surrogate of Kings 
County have been contra. (Matter of 
Kaplan, 195 Mise. 132 and Matter of 
Dahlmann, N.Y.LJ., Oct. 31, 1949). 
In the instant case, a special guardian for 
contingent remaindermen objected to the 
trustee’s failure to set aside out of the 
gross rents of real estate constituting 
a part of the corpus of the trust, a re- 
serve for maintenance repairs and preser- 
vation of the premises. 
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“I, Hugo Hackengoobel, being of sound mind 
in contrast to my family .. .” 

HELD: The trustee is directed to set 
aside such reserve. The court disagrees 
with the statement of the Surrogate’s 
Court of New York County in the Ott- 
man and Davies decisions that the rule 
in New York is that a trustee is pro- 
hibited from setting up a reserve for 
depreciation. Furthermore, the court de- 
clared that the maintenance of such a 
reserve represents sound business man- 
agement as is evidenced by the fact that 
such reserves are maintained by large 
real estate operators and banks in con- 
nection with their own real estate in- 
vestments. 


SPOUSE’S RIGHTS — Conditional Be- 
quest to Wife No Bar to Right to 
Elect to Take Intestate Share 


New York—Appellate Division, Fourth Dept. 
Matter of Richmond, 94 N. Y. S. (2d) 282. 


The widow elected to take outright, 
against the will, her intestate share un- 
der Section 18 D.E.L. Her husband’s will 
recited that she had made an oral agree- 
ment to waive her elective rights upon 
his transferring certain stock to her dur- 
ing his lifetime, and that he had trans- 
ferred such stock to her. It further pro- 
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vided that if the wife disaffirmed this 
agreement and succeeded in exercising 
her right of election, a trust was to be 
created for her lifetime of the amount 
to which she was entitled under Section 
18, with remainder to their son. Under 
Section 18, such provision would bar the 
widow’s right of election if it were un- 
conditionally made. 

HELD: The widow’s election to take 
her intestate share, outright, against the 
will, is upheld. The provision made for 
her was not “an absolute legacy” as re- 
quired by the statute, but was contin- 
gent upon a final determination that 
the wife’s right of election was exer- 
cisable. 


LIFE TENANT & REMAINDERMAN — 
Trust for Lives with Remainder to 
Settlor’s Heirs Treated as Reserva- 
tion of Reversion 


Washington——-Supreme Court 


McKenna v. Seattle-First National Bank, 135 
Wash. Dec. 627. 


In 1921 the settlor delivered $6,000.00 
to the bank as trustee to purchase a home 
and hold it in trust for the benefit of 
his grandmother and his mother, and 
upon the death of the survivor of them, 
to convey the property to the settlor, if 
living, or to the “legal heirs” of the 
settlor. Several months after the con- 
veyance in trust, McKenna obtained a 
default judgment against the settlor in 
a tort action, and the interest of the 
settlor in the real property held in trust 
was sold at sheriff’s sale and conveyed 
to McKenna by sheriff’s deed. 

The settlor died in 1935 and the sur- 
vivor of the life beneficiaries of the trust 
died in 1947. The appellants are the set- 
tlor’s sole heirs. The appellants contend- 
ed that the trust instrument created con- 
current contingent remainders in the set- 
tlor and in his legal heirs and that upon 
the death of the settlor the contingent 
remainder in the heirs became a vested 
remainder in the appellants. 

HELD: Decree quieting title in favor 
of McKenna affirmed. The trustee took 
an interest which could endure for a 
term not greater than the two life es- 
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tates; consequently the settlor retained 
a reversion. When an owner in fee trans- 
fers a life estate, even if it is to be fol- 
lowed by a contingent remainder in fee, 
the transferor, having disposed of less 
than his entire interest, has a reversion 
by operation of law. The nature of this 
estate cannot be changed by calling it 
a remainder. Had the ultimate remainder 
been to specifically named persons rather 
than to heirs, the result would have been 
different, and the death of the settlor 
occurring during the continuance of the 
life estates would have operated to di- 
vest his reversion and vest the remainder 
in those persons. 


In an inter vivos conveyance where 
nothing in the instrument discloses a con- 
trary intent, a remainder limited to the 
grantor’s heirs will be regarded as the 
equivalent of a reservation of the rever- 
sion in the grantor himself. There was 
nothing in the instrument to indicate 
that the settlor intended to create remain- 
der interests in favor of those who might 
in the event of his decease become en- 
titled to benefits thereunder. The pur- 
pose of the transaction was to protect the 
settlor’s mother and grandmother, and 
that purpose being accomplished, the set- 
tlor intended that the property should 
return to him, or in the event he were 
not living, to any who might inherit from 
him. The reversionary interest of the 
settlor was reached by execution and 
passed to McKenna by virtue of the 
sheriff’s deed. The life estates having 
terminated, McKenna is entitled to a fee 
simple estate in the property. 


PowErRs — Limitations — Represen- 
tative Bound by Decedent’s Obliga- 
tions — Executrix Cannot Deny 
Knowledge of Contents of Lease 


South Dakota—Supreme Court 
Butler v. Fantle, 39 N. W. (2d) 877. 


The lessor and lessee of rental store 
property agreed upon rental of $150 per 
month, but with a provision for rental at 
$100 a month while the lessee’s business 
was affected by the conditions existing 
during World War II, and that lessor 
was to be the sole judge as to the period 
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during which the reduction of rent should 
be effective. The lease became effective 
April 1, 1944, and in August 1945 the 
lessor advised the lessee that the rent 
would be $125 per month commencing 
September 1, 1945. Lessor died in Sep- 
tember 1945 and his executrix accepted 
$125 a month until May 1948. The exe- 
ecutrix then demanded the additional $25 
a month from October 1, 1945, to April 
1948. 


HELD: The executrix is bound by the 
obligations of her decedent and is bound 
to know the contents of the lease. Her 
failure to inform herself of her rights 
and obligations is chargeable only to her 
own neglect and she is now estopped to 
claim the additional rent. 


TAXATION — Estate & Inheritance — 
No Right to Refund on Later As- 
certainment That Property was 
Overvalued 


California—Supreme Court 
Estate of Willis, 34 A.C. 863 (Feb. 28, 1950). 


Willis was bequeathed 691 shares of C. 
G. Willis & Sons stock and an inher- 
itance tax was paid on the appraised 
value. Later the Commissioner of In- 
ternal Revenue levied an income tax de- 
ficiency against C. G. Willis & Sons for 
previous years, which was paid. Had this 
deficiency been taken into account in de- 
termining value of the stock, the in- 
heritance tax due from Willis would have 
been $1,335.22 less than the amount paid. 
Willis field a petition for refund of the 
asserted overpayment under’ Section 
14,401, Revenue & Taxation Code, which 
provides: 

“If any tax has been paid to the 
county treasurer on a transfer sub- 
ject to a contingent incumbrance or 
any contingency which might burden, 
abridge, defeat, or diminish the estate 
or interest of the transferre, and the 
gift was value without allowance for 
the incumbrance or contingency, upon 
the taking effect of the incumbrance 
or the happening of the contingency 
the person who paid the tax is en- 
titled to a refund in an amount equal 
to the difference between the tax paid 














and any smaller tax that would have 
been paid on a valuation of the estate 
or interest actually enjoyed or of the 
estate or interest remaining after the 
taking effect of the incumbrance or 
the happening of the contingency.” 


HELD: Judgment for taxpayer re- 
versed. The “contingencies” referred 
to mean the kind of contingency 
which a conveyancer or a testator would 
have in mind in creating a contingent 
estate or reserving a reverisonary inter- 
est. The term was held not to apply to 
the pecuniary value of the estate, the 
contingency here involved being held to 
be of that character. Three judges dis- 
sent. 


TERMINATION — Trust Ended Be- 
cause Circumstances Not Antici- 
pated by Settlor Impair Purposes 
of Trust 


Louisiana — Supreme Court 
De la Vergne v. St. Paul, 43 So. (2d) 229. 


In 1943, Settlor executed a trust for 
the benefit of her six children — “to 
establish them in life.” At the time this 
litigation arose, Settlor had retained no 
power to revoke or amend. Although the 
rule is not mentioned by the Court, 
Louisiana law prohibits the termination 
of a trust (even if it is agreeable to the 
Settler, Trustee and Beneficiaries) in 
the absence of the reservation by the 
Settlor of the power to revoke or amend. 
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Louisiana Act 81 of 1938 (Trust Estates 
Act), Section 90. In the absence of such 
a reservation by the Settlor, Section 91 
of the Trust Estates Act restricts the 
grounds for termination of a trust; this 
section permits the proper court to ter- 
minate a trust only if the accomplish- 
ment of the purpose will be defeated or 
substantially impaired by circumstances 
not known to or anticipated by the Set- 
tlor. 


Since the trust could not be terminated 
voluntarily under Section 90, three bene- 
ficiaries instituted this action under Sec- 
tion 91 to terminate the trust because 
“certain circumstances” not anticipated 
by the Settlor “had arisen” since the 
creation of the trust which would “sub- 
stantially impair the accomplishment of 
the purposes of the trust.” The remaining 
beneficiaries, the Settlor and the Trustees 
were made parties defendant. Although 
the language of the petition tracked the 
language of Section 91, the petition did 
not disclose the nature of the circum- 
stances which impaired the accomplish- 
ment of the purposes of the trust. De- 
fendants, apparently desirous of termin- 
ating the trust, admitted the existence 
of “certain circumstances,” and did not 
require allegations or proof of the nature 
of the circumstances. 


HELD: If owing to circumstances not 
known to the settlor or anticipated by 
him the continuance of the trust would 
defeat or substantially impair the ac- 
complishment of the purposes of the 
trust, the proper court may direct termin- 
ation of the trust. In effect, the Court 
holds that, when the parties agree that 
such circumstances have arisen, the court 
need not determine whether, in fact, the 
circumstances do impair the accomplish- 
ment of trust purposes. 


NOTE: The effect of the decision is 
to lend judicial approval to a voluntary 
termination agreement, which would 
otherwise be ineffective between the 
parties, and to permit termination of a 
trust without requiring that the courts 
ascertain whether there exist, in fact, 
circumstances not anticipated by the Set- 
tlor which substantially impair accom- 
plishment of the trust purposes. Making 
no reference to the “friendly” nature of 
this suit and the fact that it was ob- 
viously filed to avoid the voluntary ter- 
mination prohibition of Section 90, the 
Court’s order terminating the trust 
makes available a judicial method of 
termination not anticipated by the Trust 
Estates Act. 


WILLs — Construction — Effect of 
Stock-Splitting Upon Legacy of 
Specific Number of Shares 


Tennessee—Supreme Court 
Davis v. Price, 226 S. W. (2d) 290. 


Testator executed a will in 1943 in 
which he bequeathed to complainant 500 
shares of common stock in a chemical 
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company. He added codicils to the will in 
1943 and 1945 but did not mention this 
legacy in them. In October, 1948, stock- 
holders of the chemical company voted 
to increase the capital stock by the is- 
suance of two additional shares of com- 
mon stock for each share outstanding. 
The new stock was delivered to share- 
holders on November 1, 1948. Testator 
lived until November 28, 1948, but did 
not change his will. 


Complainant contends that her legacy 
was reduced by two-thirds as a result of 
the stock-splitting and claims that she is 
entitled to the 500 original shares and the 
1000 additional shares held by testator. 
The trial court overruled a demurrer filed 
by defendants. 


HELD: Reversed. Under the Tennes- 
see statutes, a will must be contrued as 
if executed immediately before the death 
of the testator. The language of the will 
in the instant case is clear and unambig- 
uous, and there is no room for construc- 
tion. A gift of a specific number of shares 
is not elastic and may not increase or 
decrease with the value of the estate of 
the testator after the execution of the 
will, unless there is evidence that the 
testator so intended. No proof of any 
such intention is offered. The republi- 
cation of the will by the two codicils in- 
dicates that testator intended no altera- 
tion in the legacy, and this intention 
is further manifested by the fact that he 
failed to change his will after he had 
knowledge of the splitting of the stock. 


WILLs — Construction — Heir En- 
titled to Remainder 
Oregon—Supreme Court 


Quick v. Hayter as Trustee, decided Feb. 28, 
1950. 


Under the will of Stouffer, property 
was given in trust, one-half of the in- 
come to go to his wife during her life- 
time, and the other half to go to a 
daughter during her lifetime. Upon the 
death of the wife, the trustee was to 
transfer “all the trust profit, securities 
and funds, real and personal, then re- 
maining in the hands of my said trustee 
or held by him or to which he may be 
entitled” to the following: one-sixth part 
to the First Methodist Episcopal Church 
of Dallas, Oregon; one-twelfth part to 
Williamette University, Salem, Oregon; 
one-sixth part to Conference Claimants 
Permanent Fund of the Oregon Confer- 
ence of the Methodist Episcopal Church 
of Portland, Oregon. 


In the event the daughter died before 
her son, Dan O. Quick, attained the age 
of 25 years, leaving him a survivor, the 
trustee was to pay Dan (or his guar- 
dian) the net income from one-half of 
the whole of said trust estate until he 
attained the age of 25 years and then 
to transfer to him such one-half part 
of the trust estate. The daughter died 
on March 25, 1919. Dan attained the age 


of 25 years on January 25, 1937 and re. 
ceived his half portion of the estate last 
above mentioned. 


The widow of the decedent died on 
January 11, 1947 and Dan claimed one. 
half of the one-half referred to as the 
life estate for the wife on the ground 
that the fractional parts given specific- 
ally to the legatees only amounted to 
one-half of the wife’s portion of the 
trust and the testator left the remainder 
without any provision. Dan claimed that 
the same should be paid to him as the 
heir, the same as if the testator had died 
intestate. 


The Kimball College of Theology was 
dissolved as a corporation on December 
31, 1945 and Dan also made claim to 
its bequest as the sole heir of the de- 
ceased. 

HELD: Dan O. Quick was entitled 
not only to the one-half of the entire 
estate he received when he attained the 
age of 25 years but also one-half of the 
remainder. 


Under the cy pres doctrine, the bequest 
to Kimball College should go to William- 
ette University at Salem which was en- 
gaged in substantially the same activ- 
ities as those previously covered by Kim- 
ball College. 


WILLs — Construction — Spouse's 
Rights — Death “Before Will is 
Executed” 


Missouri—Supreme Court, Div. 1 
Hogg v. Falk, 225 S. W. (2d) 756. 


Testatrix died in 1945 without descend- 
ants. Item 2 of her will was as follows: 


“Item 2. I give and bequeath to my hus- 
band, Arthur W. Hogg, one-half of my estate, 
other than the specific bequests hereinafter set 
forth, and after item one is executed, according 
to his dower right as surviving widower under 
the laws of Missouri. If said Arthur W. Hogg 


should die before this will is executed, his 
dower and bequest shall remain a part of my 
estate and be disposed of as hereinafter direct- 


ed.” 

Testatrix’ husband and her niece (de- 
fendant Bess Conn Falk, residuary leg- 
atee) were named executors. Item 9 of 
the will directed the executors to sell 
all real estate not specifically devised. 
Item 10 provided, in part: “*** the pos- 
itive direction herein to sell my real 
estate shall render it personalty under 
the rule of equitable conversion at my 
death for the purpose of distribution 
under the will.” 


Both executors entered upon admin- 
istration of the estate and accepted com- 
pensation therefor as such executors. 
Testatrix’ husband died eight months af- 
ter the death of testatrix, survived by his 
three children (plaintiffs) by a former 
marriage. Plaintiffs brought an action 
to partition land owned by testatrix at 
the time of her death. The trial court de- 
nied partition and held that the will re 
quired that the land be sold and the pro- 
ceeds divided equally between plaintiffs 
on the one hand and defendant on the 
other. 
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HELD: Affirmed. The time referred to 
by the term “executed” in Item 2 was 
not the date when the will was signed and 
witnessed because testatrix knew her 
husband was then living and such con- 
struction would not be sensible. Of the 
two possible constructions remaining, 
ie., the death of testatrix or actual dis- 
tribution of the estate, the Court chose 
the latter, relying upon the case of 
Lamb’s Estate v. Hall, 122 Mich. 239, 80 
N. W. 1081, where the terms “probating 
or execution” were used. 

The will was clear and imperative to 
the effect that the real estate, except 
specific devises, became upon her death 
personalty for the purposes of the will. 
Consequently, no real estate had been 
devised to testatrix’ husband. The pro- 
vision in Item 2 which directed that the 
devise therein to him would go to the 
residuary estate if he died before the will 
was executed was void. Under the Mis- 
souri statute (Section 325, R. S. Mo., 
1939), concerning what one spouse is en- 
titled to when the other dies without de- 
scendants, the survivor is entitled to a 
one-half interest without renouncing the 
will if, as here, the entire estate is per- 
sonalty. The provision in Item 2 was an 
invalid attempt by testatrix to deprive 
her husband of his statutory rights in her 
estate. Since the husband had such rights 
in an estate consisting of personalty, his 
actions as executor were not inconsistent 
therewith. 


WILLS — Probate — Evidence of 
Testamentary Incapacity at An- 
other Time not Conclusive 


Tennessee—Court of Appeals, Eastern Section 


American Trust and Banking Co. v. Williams, 
225 S. W. (2d) 79. 


The will, executed by a 70-year-old 





testatrix two months before her death, 
purported to revoke a will made fifteen 
years earlier. In the intervening years the 
principal beneficiary and several other 
legatees of the former will had died. In 
order to avoid partial intestacy and act- 
ing upon the advice of trust officers of 
the proponent bank, testatrix executed 
the will in contest, naming as its prin- 
cipal beneficiary a favorite niece. The 
will was contested by relatives of testa- 
trix on the grounds of undue influence 
and lack of testamentary capacity. The 
trial court directed a verdict against con- 
testants upon the first ground, but the 
jury found in favor of the contestants 
upon the issue of lack of capacity. 


HELD: Reversed. Although evidence 
was introduced to show that testatrix 
was silent for long periods of time, that 
she was not alert and frequently did not 
appear to recognize her relatives, and 
that after the date of the execution of 
the will she was often in a state of coma, 
there was no substantial or material evi- 
dence introduced to show a lack of testa- 
mentary capacity at the time the will 
was executed. Testatrix had consulted the 
trust officers of the bank concerning the 
provisions of her will on numerous oc- 
casions during her illness, and seemed to 
be fully aware of the disposition which 
she was making of her property at the 
time she executed the document. 


Mere weakness, age or illness will not 
render one incapable of making a will 
if his mind is sufficiently sound to en- 
able him to know and understand what 
he is doing. Evidence of mental and 
physical condition prior to and subse- 
quent to the execution of the will is ad- 
missible, but unless this proof tends to 
show incapacity at the date of execution, 
it is of little value. Unless the proof 
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tends to show prior mental disability of 
a “continuous, persistent and progressive 
nature which would tend to exclude the 
hypothesis of testamentary capacity at 
any time” before execution of the will, 
it is entitled to little weight, particularly 
as against positive testimony that 
testator was of sound mind when he 
executed the will. 

Upon the issue of undue influence, the 
ruling of the trial court was affirmed. 
Although testatrix had consulted fre- 
quently with the officers of the bank and 
with the principal beneficiary of her 
will, there was no proof that they had 
in any way suggested or influenced the 
disposition of her estate. 
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WILLs — Probate — Repudiation by 
Subscribing Witness 


Iowa—Supreme Court 
In re Repp’s Estate, 40 N. W. (2d) 607. 


Iowa law requires that the execution 
of a will be witnessed by two competent 
persons. Testator’s will recited in the 
attestation clause all the necessary 
formalities. On the trial of the contest 
one of the two subscribing witnesses re- 
pudiated the recitation in the attestation 
clause that she signed in the presence of 
the testator and she denied that she saw 
the testator sign the will. Her testimony 
was refuted by the remaining subscribing 
witness. The jury returned a verdict sus- 
taining the validity of the will and the 
trial court granted a new trial. 


HELD: Reversed and new trial de- 
nied. There is a presumption of due ex- 
ecution; this would be true even if there 
were no attestation certificate. This pre- 
sumption was sufficient for submission to 
the jury which must decide the fact as 
between the conflicting statements of the 
two subscribing witnesses. Testimony of 
an attesting witness impeaching a will 


LEGISLATION 


GEORGIA 


Act 728: Provides that a trust shall 
continue so long as the trustee has any 
duties or powers in regard to the trust 
property. 





MASSACHUSETTS 


Ch. 65: Permits fiduciaries to invest 
in shares of savings and loan associ- 
ations. 


NEW YORK 


Ch. 79: Provides that compensation of 
committee of an incompetent’s property 
shall be the same as that of an executor 
or administrator. (Deletes “or _ testa- 
mentary trustee” because of change in 
method of computing compensation of 
latter.) 


SoutH DAKOTA 


S.B. 4: Permits fiduciaries to invest 
in Municipal Housing and Redevelopment 
Commission bonds. 


VIRGINIA 


S.B. 117: Provides for the admissibility 
of photographic records as evidence in 
court. 


Ch. 211: Enlarges scope of Code Sec- 
tion 26-6 by providing that a judgment 
or decree against committee of an in- 
competent may, without taking an ac- 
count of the transactions of such com- 
mittee, be entered to be paid out of the 
personal estate of such incompetent in 
the hands of the committee. 
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is viewed with suspicion and there was 
no adequate ground on which the trial 
court could grant contestants a new trial. 


WILLs — Probate — Use of Drugs 
Not Indicative of Testamentary In- 
capacity — Undue Influence 


Washington—Supreme Court 
Estate of Kinssies, 135 Wash. Dec. 682. 


While the testator was in the hospital 
with a serious heart condition, he exe- 
cuted his will prepared by his attorney 
there, leaving all of his property to his 
second wife, and providing, “after her 
use of the same I wish it to go” to two 
unmarried children. The will recited that 
the testator left nothing to his son, 
George, nor to his granddaughter, daugh- 
ter of his deceased son, Eric. The will 
was admitted to probate and thereafter 
George contested the will. The court, hav- 
ing found that the testator was not in 
a mental condition capable of making 
a legal will, due to his illness and the 
administration of narcotic drugs, and 
that he was unduly influenced, revoked 
the order probating the will. 

HELD: Reversed. 


It appeared that 





George and Eric had married sisters and 
that ill-feeling arose between the two 
wives and their mother-in-law. This an. 
tagonism continued despite efforts of the 
testator to reduce the friction. George 
had not visited his father at home for 
some years. The court found no evidence 
of undue influence. 


There was testimony that the testator 
was mentally alert although weak, at 
the time he dictated and executed the 
will. There was medical testimony that 
the drugs were administered in small] 
quantities and that they would have lit. 
tle, if any, effect upon the testator’s men- 
tal capacity, although the patient “might 
be a little drowsy, not very much.” The 
right to make a will is a valuable right, 
It often happens that, after receiving a 
physical injury or while sick, a person 
desires to make a will. If for such a pa- 
tient a physician prescribes a sedative 
or some medicine to ease pain or reduce 
nervousness, the fact that such a drug 
has been administered is not, of itself, 
proof or even weighty evidence of testa- 
mentary incapacity. The contestant fail- 
ed to meet his burden of proof. 
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